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MINUTES  OF  EVIDENCE 


The  Senate, 

Thursday,  May  2,  1929. 

The  Standing  Committee  on  Banking  and  Commerce  to  whom  was  referred 
Bill  C,  intituled  “ An  Act  to  amend  The  Companies1  Act,”  met  this  day  at 
10.30  a.m.,  Honourable  Mr.  Black  in  the  Chair. 

The  Chairman:  Gentlemen,  we  are  ready  to  proceed. 

Hon.  Mr.  Dandurand:  I had  supposed  that  all  the  parties  outside  had 

been  heard,  but  I understand  they  would  like  to  make  further  representations 
on  the  Companies  Act  amendments. 

The  Chairman:  There  was  one  gentleman  who  said  this  morning  he  would 
like  to  give  his  opinion.  Is  he  here? 

Mr.  Franklin  W..  Wegenast,  Toronto':  If  the  Committee  should  be  curious 
as1  to  why  I should  appear  before  them  to  make  any  representations,  I am  quite 
prepared  to  explain,  but  until  the  Committee  expresses  a desire  I waive  the 
explanation.  There  are  three  points  that  I would  like  to  refer  to.  One  is  the 
proposal,  I think  made  by  Mr.  Long,  supported  by  Mr.  Stairs,  that  the  pro- 
visions respecting  prospectus  should  be  modified,  and  some  relief  given;  that 
instead  of  having  a prospectus  printed  in  connection  with  offers  of  flotations, 
that  the  filing  of  a notice,  in  lieu  of  prospectus,  with  the  Under-Secretary  of 
State  should  be  considered  sufficient.  In  connection  with  that  I might  call  the 
attention  of  the  Committee  to  this  situation,  which  I think  was  not  mentioned. 
It  was  suggested  that  the  bulk  of  the  stock  issues — 90  per  cent,  I think,  was 
said,  and  I think  it  is  fully  that: — are  made  through  underwriters  or  brokers.  The 
reason  for  that  has  been  that  the  companies  .desired  to  get  away  from  the 
prospectus  provision.  Until  1917,  when  the  present  prospectus  provisions  were 
introduced,  the  requirements  of  the  prospectus  provisions  in  the  Dominion  Act 
were  very  light,  and  the  practice  then  was  for  the  company  to  do  its  own 
floating,  to  sell  its  own  shares.  As  soon  as  the  prospectus  provisions  were 
brought  in  as  in  the  Ontario  Act,  as  we  have  them  now,  that  practice  changed, 
and  began  to  follow  the  practice  that  had  been  adopted  in  Ontario,  of  evading 
the  prospectus  section,  bv  the  company,  in  many  cases,  simply  incorporating  a 
subsidiary  company,  at  a cost  of  only  a few  hundred  dollars,  and  this  subsidiary 
company  did  the  floating,  acted  as  a broker  or  underwriter;  or  the  flotation 
was  farmed  out  to  underwriters  or  brokers.  In  that  way  the  prospectus  sections 
were  gotten  over. 

Now,  the  provincial  Acts,  in  Ontario  and  Saskatchewan  and  Manitoba  have 
tightened  the  thing  up  so  that  the  broker  is  now  amenable  to  provincial  law 
and  to  the  control  of  the  Attorney  General  in  most  of  the  provinces,  under  the 
Security  Frauds  Provincial  Acts.  The  broker  must  now  take  out  a license,  and 
satisfy  the  provincial  department  that  the  security  he  is  offering  is  one  that  will 
give  the  investor  a fair  run  for  his  money.  The  proposal  now  is  that,  the 
prospectus  provisions  in  the  Dominion  Act  should  be  dropped. 

First  I ought  to  perhaps  put  my  main  point,  which  is  this,  that  the  pro- 
visions in  the  provincial  Acts,  in  so  far  as  they  purport  to  control  the  issue 
of  stock  in  a Dominion  company,  are,  if  I may  venture  to  give  my  opinion 
to  this  Committee,  invalid.  That  is  to  say,  I think  the  provincial  legislature 
has  nothing  to  do  with  the  conditions  and  terms,  the  arrangements  under  which 
a Dominion  company  issues  its  stock;  and  I venture  to  give  my  opinion — though 
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it  has  not  'been  asked— that  the  provincial  attorney  general1  has  no  power 
through  these  provincial  Acts  to  say  that  the  agent,  the  person  whom  the 
Dominion  company  has  selected  for  the  purpose  of  selling  its  stock,  shall  not 
go  ahead  and  sel/l  it  as  he  is  authorized  to  do  by  the  Dominion  company.  In 
other  words,  if  I may  say  so,  I think  that  the  whole  matter  is  a matter  for  the 
Dominion;  that  is,  the  first  issue  of  the  stock.  Once  the  stock  has  been  issued 
I grant  that  it  becomes  personal  property  and  comes  under  the  terms  of  the  Act 
of  the  province,  which  has  a right  to  see  how  that  stock  thereafter  shall  be  sold. 
It  then  becomes  personal  property  and  is  a matter  of  control  and  dealing,  with 
property  under  the  head  of  property  and  civil  rights,  an  item  of  provincial 
jurisdiction.  But  my  point  is  that  on  the  original  issue  of  the  stock  the  provin- 
cial legislatures  have  no  control,  have  nothing  to  say ; and  that  point  will  very 
soon  be  taken  if  the  suggestion  is  adopted  of  modifying  these  prospectus 
provisions  in  the  way  suggested.  The  point  will  very  soon  be  taken  by  pro- 
moters, or  investment  bankers,  or  whatever  you  call  them,,  and  that  they  will1 
in  that  way  escape  the  salutary  control  which  the  prospectus  sections  are 
intended  to  impose. 

The  'Chaikman  : I think  your  comments  have  particular  reference  to  the 
amendments  suggested  by  Mr.  Long,  K.C.? 

Mr.  Wegenast:  Yes;  I have  no  criticism  at  all  to  make  of  what  Mr.  Long 
said  about  the  desirability  of  revising  or  modifying  the  requirements.  It  is  a 
ridiculous  thing  to  spread  out;  the  full  objects  of  the  company,  as  some  lawyers 
draft  them,  on  the  prospectus;  and  in  other  ways  the  requirements  might  be 
modified  so  as  to  make  them  more  reasonable.  I would  fully  concur  in  the 
suggestion  that  the  abbreviated  form  of  prospectus  such  as  is  used  in  England 
might  be  authorized  here  for  certain  purposes;  but  the  prospectus  provisions 
are  the  charter  of  the  man  who  puts  his  money  in  the  company;  the  man  who 
cannot  match  his  brains  against  the  promoter  and  the  high-pressure  salesman. 
The  prospectus  provisions  are  his  charter,  and  I entirely  dissent  from  the 
suggestion  that  those  provisions  should  be  so  modified  that  the  investor,  the 
man  who  has  put  his  money  into  the  stock,  will  no  longer  be  able  to  say:  “ You 
took  my  money  on  false  representations,  and  I do  not  need  to  pay  for  the  stock; 
give  me  my  money  back.’7  The  suggestion  was  that  it  might  be  in  order  to 
substitute  penalties  of  some  kind  for  the  infraction  of  a prospectus  provision. 
I would  say,  to  that,  respectfully,  no.  I say  that  the  principal  sanction  for  those 
provisions  should  be  that  if  the  man  who  sells  -the  stock,  the  promoter,  does  not 
live  up  to  those  provisions,  he  knows  that  the  man  who  has  subscribed  to  the 
stock  can  get  out  of  the  taking  and  paying  for  the  stock.  So  much  as  to  the 
prospectus  provisions. 

Now,  to  comment  on  the  proposal  of  Mr.  Stairs  in  the  proceedings  of  the 
Committee  for  the  last  day,  near  the  end,  page  iv.  There  is  a draft  section 
there,  the  object  of  which  is  to  allow  a surplus  to  be  set  up  in  the  case  of  com- 
panies with  no-par-value  shares,  I have  no  very  definite  suggestion  to  make 
to  the  Committee,  if  you  will  allow  me  to  come  before  you  in  that  way,  but  I 
do  suggest  that  there  is  enough  anomaly  and  difficulty  about  the  no-par-value 
sections  and  their  administration  to  give  the  Committee  pause  before  adding 
this  one,  which  is  a very  serious  one. 

As  I take  it,  the'  no-par-value  scheme  means  that  instead  of  the  shares 
having  a par  value  of  fixed  amount — fixed  at  the  incorporation  of  the  company 
— the  value  of  the  shares  is  to  be  elastic,  and  may  vary  from  year  to  year,  from 
one  balance-sheet  to  another.  The  idea  is  that  the'  investor  shall  not  get  the 
notion  that  this  thing  which  he  buys  is  $100  or  $10,  ais  the  case  may  be,  but 
represents  the  aliquot  part  of  the  assets,  the  capital,  whatever  it  may  be.  This 
is  one  theory — it  is  not  only  a theory,  but  I mention  it  because  it  is  perhaps  the 
most  popular  theory — that  the  value  of  the  assets  is  elastic  and  varies  from 
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year  to  year  with  the  balance-sheet.  In  other  words,  there  is  not  any  surplus. 
The  surplus  is  absorbed  every  year  in  the’  capital.  The  capital  is  elastic,  and 
the  share  is  simply  an  aliquot  part  of  the  aggregate  amount  of  capital.  Under 
those  conditions  I ask,  how  could  there  be  a surplus,  and  how  could  you  have 
any  such  thing  as  no-par-value  shares  issued  at  a premium?  The  share  is 
always  an  aliquot  part  of  that  flexible  thing  which  is  the  capital  of  the  com- 
pany. 

I gant  you  there  are  difficulties  in  working  out  that  theory,  but  there  is  less 
difficulty  in  that  than  in  any  theory  you  could  adopt.  I wanted  to  quote  a 
passage  on  the'  difficulty  as  to  the  accounting  features  from  what  I think  is  the 
only  standard  text-book  on  the  subject,  Robbins  on  “ No-par-value  Stock  ”, 
but  I found  it  was  not  in  the  library.  It  was  to  this  effect,  that  accountants 
throughout  America  are  at  sea  as  to  the  way  to  put  no-par-value  stock  in  the 
balance-sheet.  Some  accountants  put  down  a nominal  value  of  a dollar,  or  $5. 
for  the  no-par-value  stock;  others  put  it — and  I think  the  only  logical  way — as 
the  amount  of  the  consideration  for  which  the  no-par-value  shares  were  issued, 
plus  the  amount  represented  by  the  preferred  stock  of  the  company.  Now,  the 
Act  says  that  the'  company  shall  carry  on  business  with  the  amount  of  capital 
which  the  company  has  as  representing  the  amount  of  the  consideration  paid 
for  the  no'-par-value  shares,  plus,  of  course,  amount  represented  by  the  pre- 
ferred stock.  You  start  with  that;  but  at  the  end  of  the  first  year’s  operation 
the  capital  of  the  company  has  changed,  and  under  the  no-par-value  system 
you  always  pay  your  dividends  out  of  capital;  there  is  no  surplus.  What  you 
would  have  to  do,  if  you  adopted  this  provision,  I respectfully  suggest,  is  to 
strike  out  the  provision  altogether  which  says  that  the  capital  with  which  the 
company  is  to  carry  on  business  is  the  amount  of  the  consideration  for  which 
the  no-par-value  stock  was  issued-.  Have  I made  myself  clear  as  to  that?  You 
cannot  have  the  two  things. 

The  Chairman:  There  is  a request  by  members  of  the  Committee  that  you 
should  state  what  interest  you  represent. 

Mr.  Wegenast:  Well,  it  is  something  like  this.  It  fell  to  my  lot  some  years 
ago  to  have  a number  of  cases  in  the'  higher  courts  which  resulted  in  a very 
large  increase  in  the  turnover  of  Mr.  Mulvey’s  business  here — a large  increase 
in  the  number  of  charters  taken  out  by  Dominion  companies.  Since  that  time' 
I have  taken  a personal — and  you  might  say  almost  a fatherly — interest  in  the 
Dominion  Companies  Act.  I may  say  further  that  I am  just  completing  the 
manuscript  of  a book — I am  waiting  for  this  Committee  to  complete  its  work 
before  putting  the  finishing  touches  on  the  manuscript — and  which  I propose  bo 
dedicate  to  the  memory  of  the  original  draughtsman  of  this  Companies  Act,  which 
I consider  a very  extraordinary  instrument.  The  idea  of  incorporating  com- 
panies by  letters  patent — harnessing,  so  to  speak,  the  royal  prerogative,  and 
making  a creature  which  corresponds  to  the  old  chartered  companies  like  the 
Hudson  Bay  Company  and  the  East  Indian  Company  and  the  British  South 
Africa  Company — was  a stroke  of  genius.  I have  taken  considerable  pains  to 
try  to  find  out  who  the  draftsman  was,  and  I was  interested  in  this  thing  for 
its  own  sake,  and  for  the  moment  I have  no  axe  to  grind;  sometimes  I have. 
So  far  as  the  interest  of  the  investor  is  concerned  perhaps  my  views  are  coloured 
by  a rather  tragic  experience  I have  gone  through  in  the  last  two  years,  trying 
to  straighten  out  the  affairs  of  a company  which  was  promoted  by  a resourceful 
gentleman  from  the  state  of  Maine,  who  came  up  to  this  country  and  took  some- 
where near  $4,000,000  out  of  the  pockets  of  some  14,000  people  in  this  country, 
and  the  only  protection  we  had  was  under  these  prospectus  sections  which  it  is 
now  proposed  to  weaken,,  and  perhaps  to  wipe  out.  That  is  taking  too  long,  per- 
haps, but  roughly  explains  by  interest. 
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The  only  other  point  is  this.  It  is  serious,  and  I mention  it  at  the  risk  of 
being  considered  impertinent,  but  my  views  are  rather  strong  on  the  subject, 
and  you  will  pardon  me  if  I put  them  strongly.  In  brief  they  are  these:  that  if 
you  pass  the  Bill  respecting  investment  companies  as  it  stands,  as  you  have  it 
here 

The  Chairman:  That  is  not  before  us  just  now. 

Mr.  Wegenast:  But  the  corresponding  provisions,  or  the  original  provisions 
in  the  Companies  Act  are  before  us. 

The  Chairman:  Just  speak  to  the  Companies  Act.  We  will  take  up  the 
Investment  Companies  Act  later. 

Mr.  Wegenast:  What  I submit,  then,  is  this;  that  if  you  will  pass  the 
sections  in  the  amendments  to  the  Companies  Act,  or  something  of  that  kind,  or 
something  from  that  standpoint — from  the  standpoint  of  company  law — you 
will  be  on  safe  ground;  but  if  you  pass  them  in  the  other  form  they  will  be 
invalid. 

Hon.  Mr.  McMeans:  I do  not  understand  that.  Will  you  be  a little  more 
explicit? 

Mr.  Wegenast:  The  Parliament  of  Canada  has  jurisdiction  over  the 
incorporation  of  companies  with  objects  other  than  provincial.  The  incor- 
poration of  companies  with  provincial  objects  is  a matter  for  the  provinces. 
The  incorporation  of  all  other  companies  is  a matter  for  the  Dominion.  There 
is  nowhere  in  the  Dominion — now  I am  getting  into  the  other  Bill,  I am  afraid, 
but  they  dovetail  into  one  another — there  is  nothing  in  the  enumeration  of 
powers  under  the  British  North  American  Act  that  I know  to  justify  the  Parlia- 
ment of  Canada  in  undertaking  to  regulate  the  business  of  investment  com- 
panies. You  can  regulate  the  company  qua  company— as  a company — the 
number  of  directors,  method  of  election,  meetings  of  directors,  stock  structure, 
and  all  that  sort  of  thing;  you  may  regulate  the  amount  of  dividend,  the  way 
in  which  the  dividend  shall  be  calculated.  In  the  case  of  investment  com- 
panies the  problem  is  how  much  capital  you  allow  them  to  dig  into  to  pay  the 
dividend.  You  might  regulate  that  if  you  did  it  from  the  standpoint  of  com- 
pany law.  If  you  start  at  the  other  standpoint,  my  submission  is  that  the 
labour  of  this  Committee  is  wasted.  In  other  words,  the  Bill  to  regulate  invest- 
ment companies  would  be  invalid;  and  I venture  to  say,  with  a full  realization 
of  what  I am  saying,  that  if  you  will  call  as  a witness,  let  us  say,  Mr.  Edwards, 
of  the  Department  of  Justice,  he  will  support  the  views  that  I am  laying  before 
the  Committee.  Last  year,  before  the  Committee  of  the  House  of  Commons, 
Mr.  Edwards  expressed  corresponding  views  as  to  the  Insurance  Act;  and  my 
suggestion  would  be — I have  nothing  more  to  say  on  it — that  if  there  is  any 
doubt,  and  there  will  be,  as  to  wThat  I am  submitting,  you  might  call  Mr. 
Edwards  to  confirm,  or  otherwise,  what  I am  saying.  I thank  you. 

The  Chairman:  Does  any  person  wish  to  ask  any  question? 

Mr.  E.  G.  Long,  K.C.,  Toronto: — After  experience  in  financing  I might 
say  that  what  Mr.  Wegenast  has  said  in  regard  to  companies  selling  securities 
through  underwriting  houses  was  caused  by  restrictions  in  the  prospectus  sec- 
tion, but  sound  financing  suggested  that  as  the  only  way  by  which  companies 
having  funds  they  required  to  sell  could  realize  on  their  securities.  Secondly, 
regarding  the  information  given  by  the  prospectus,  experience  has  shown — and 
I have  tried  to  mention  it  at  the  last  meeting  of  the  Committee — that  the 
information  through  the  prospectus  would  be  no  protection  whatever  against 
high-pressure  salesmen.  It  is  not  a matter  of  information  that  allows  an 
investor  to  exercise  sound  judgment,  and  the  experience  over  the  last  five  or  ten 
years  here  and  in  the  United  States  has  shown  that  the  control  over  the  human 
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individual  who  gets  money  from  the  investors  is  the  way  to  get  people  pro- 
tected, and  that  is  in  vogue  nowT  in  many  of  our  provinces.  The  abbreviated 
prospectus  is  not  allowed  in  Great  Britain  at  present  under  their  Companies 
Act;  it  is  done  away  with.  The  question  of  no-par-value  is  the  basis  of 
objections  made  by  Mr.  Weganast.  There  was  some  statement  made,  I think, 
that  went  on  record,  that  might  be  taken  as  an  admission  on  our  part.  No-par- 
value  stock  is  a matter  that  is  growing,  and  as  Mr.  Wegenast  said,  there  has 
been  a certain  amount  of  uncertainty  to  it,  about  the  way  it  works  legally  and 
from  an  accounting  point  of  view.  There  has  been  uncertainty  as  to  what 
capital  accountants  would  put  against  no-par-value  stock.  The  suggested 
amendments  here  make  it  quite  clear  that  the  amount  that  is  capital  is  decided 
by  the  directors.  Everything  above  capital,  after  you  have  taken  care  of  your 
liabilities,  is  a surplus.  You  must  have  the  capital  retained,  and  you  must  have 
that  defined;  then  over  and  above  your  earnings  accumulated  from  year  to 
year  are  the  distributable  profits  of  a company.  If  you  capitalize  every  dollar 
you  get  in  except  that  which  is  referable  to  share  capital  you  never  could  pay 
a dividend,  and  it  is  clear  by  those  difficulties  that  he  has  suggested — which  were 
really  stated  by  Mr.  Stairs,  and  perhaps  I am  entrenching  on  his  field  in 
mentioning  this,  but  it  is  with  the  intention  to  clear  that  up — that  those  sections 
were  put  in.  The  effect  is  this,  that  no-par-value  shares  are  issued.  The 
directors  say  “what  number  of  dollars  we  get  in  from  those  shares  will  be 
capital.”  That  is  permanently  frozen,  as  it  were,  into  the  company’s  structure. 
So  much  above  that  settled  rate  is  surplus.  It  is  distributable  if  we  wish  to 
make  it  so.  That  surplus  grows  from  year  to  year  as  the  company  prospers, 
and  can  be  used  to  distribute  to  the  shareholders,  the  proprietors.  Now,  the 
value  of  the  share  and  the  interest  represented  by  a share,  whether  it  is  par 
value  or  no-par-value,  is  represented  by  the  capital  and  accumulated  surplus 
of  the  company ; and  the  amendment  which  we  have  made  there  is  simply  for 
the  purpose  of  clarifying  what  has  been  to  a certain  extent  uncertain  up  to  the 
present  time,  and  also,  as  Mr.  Stairs  mentioned,  without  my  repeating,  to 
enable  a company  taking  over  assets  which  represented  capital,  to  carry  for- 
ward the  same  surplus  into  the  new  company.  The  one  experience  that  Mr. 
Wegenast  mentioned  is  the  gentleman  from  Maine  who  took  the  money  that  he 
mentioned ; but  that  gentleman  would  never  have  been  able  to  take  anything  like 
that  from  Ontario,  where  he  operated,  if  the  Security  Frauds  Prevention  Act 
had  been  in  force.  The  legality  and  constitutionality  of  that,  as  dealing  with 
individuals  in  the  province  and  as  dealing  with  property  and  civil  rights  there, 
I think  are  equally  unquestionable,  so  far  as  legality  goes,  and  it  is  the 
unanimous  opinion  of  the  law  officers  of  the  Crown  in  the  various  provinces. 

The  Chairman:  Mr.  Osier,  K.C.,  of  Toronto,  wishes  to  address  the  Com- 
mittee. 

Mr.  Britton  Osler,  K.C.:  Mr.  Chairman  and  gentlemen,  I wish  to  make 
two  or  three  suggestions.  I am  entirely  in  accord  with  what  Mr.  Long-  has  said 
with  regard  to  no-par  value  stock,  but  I would  suggest  that  it  be  carried  a little 
further.  The  section  as  proposed  is  quite  ample  for  the  future,  but  during  the 
last  few  years  it  has  been  a very  difficult  thing  for  directors  of  the  company 
acquiring  assets  in  consideration  of  no-par  value  stock  to  determine  what  the 
actual  value  or  consideration  is.  For  instance,  they  issue  their  stock  against  a 
share  of  some  othei;  company.  Are  you  going  to  take  the  market  value  or  the 
book  value,  or  what?  What  the  directors  decide  there  fixes  the  capital.  I 
have  one  or  two  instances  in  mind  of  one  or  two  companies  where  the  directors 
are  in  quite  a quandary  at  the  present  time.  I would  suggest  there  that  that 
section  be  broadened  so  that  by  supplementary  letters  patent  after  passing  a 
by-law  of  the  directors  the  Secretary  of  State  may  in  such  supplementary 
letters  patent  fix  the  capital  stock  where  it  has  been  already  issued,  as  well  as 
fix  it  where  it  w7ill  be  issued  in  the  future. 
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The  other  point  is  a question  of  amendment  to  provide  that  signatures  on 
stock  certificates  may  be  lithographed  or  engraved,  or  at  least  one  of  them  may. 
Under  the  New  York  Stock  Exchange  rules  they  will  not,  as  the  Act  now  stands, 
accept  lithographed  signatures.  To  take  an  illustration,  in  the  case  of  the 
International  Nickel  Company,  it  is  going  to  cost  that  company  about  $2.5,000 
a year,  probably,  to  put  an  additional  signature  by  longhand  on  the  certificate. 
The  Exchange  rules  will  not  permit  such  a signature,  unless  the  Act  specifically 
gives  power.  I do  not  think  that  there  is  any  doubt  that  under  the  present  Act 
the  directors  can  pass  a by-law  giving  that  power,  but  that  is  not  sufficient 
under  their  rules;  and  in  view  of  the  international  character  of  a good  deal  of 
the  financing,  and  the  necessity  of  listing  on  the  New  York  Stock  Exchange,  I 
would  suggest  that  a provision  be  made  so  that  one  signature,  at  least,  may  be 
an  engraved  or  lithographed  signature. 

The  only  other  matter  1 wish  to  speak  to  is  the  question  of  the  section 
with  regard  to  transfer  agents.  That  provides  that  the  company  must  keep  a 
list  of  the  shareholders  at  the  Head  Office.  The  practice,,  I think  is  pretty 
general  that  where  a large  company  has  a transfer  agent  and  registrar,  they  do 
not  actually  keep  their  list  of  shareholders,  but  they  get  that  from  time  to 
time  from  the  transfer  agent  when  it  is  required.  For  instance,  to  refer  again 
to  the  International  Nickel  Company,  that  company  has  25,000  to  28,000  share- 
holders, and  the  list  varies  from  day  to  day.  The  transfer  agent  keeps  the  list; 
and  the  Head  Office  of  the  company  is  at  Copper  Cliff,  Ontario.  Obviously,  a 
list  of  shareholders  kept  at  Copper  Cliff  would  be  of  no  use  to  any  one;  but  if 
it  is  kept  by  one  of  the  transfer  agents  in  Canada,  the  list  would  be  much  more 
convenient.  I would  also  suggest  that  it  be  made  clear  that  a transfer  agency, 
a branch  transfer  agency,  could  be  kept  not  only  in  Canada  but  without  Canada, 
because,  there  again,  where  you  get  a large  corporation,  the  only  ground  upon 
which  they  could  be  brought  to  Canada  would  be  that  there  was  a transfer 
agency  in  New  York  where  the  American  holders  of  stock  could  make  their 
transfers.  It  seems  to  me  that  it  should  be  arranged  so  there  could  be  no  doubt 
cast  on  the  legality  of  the  establishment  of  an  agency  there,  or  in  London, 
England,  as  the  case  may  be,  provided  always  that  there  was  a transfer  agency 
in  Canada.  I have  no  further  suggestion  to  make,  Mr.  Chairman  and  gentle- 
men. 

Hon.  Mr.  Dandtjrand:  I have  a motion  to  make — I do  not  know  whether 
it  may  meet  with  favour — but  I see  that  there  are  features  in  this  Bill  which  are 
highly  technical,  and  I move  that  a Sub- committee  be  appointed  to  examine 
into  the  suggestions  made  and  report  later  to  this  Committee.  I suggest  tenta- 
tively that  the  Committee  consist  of  Hon.  Messrs.  Beique,  Beaubien,  McMeans, 
Willoughby,  Murphy,  Black,  and  the  mover. 

The  motion  was  carried. 

The  Committee  then  proceeded  to  the  consideration  of  Bill  V-3,  An  Act 
respecting  Investment  Companies. 

Hon.  Mr.  Dandtjrand:  Members  of  the  Committee  have  heard  the  memo. 
I read  in  the  Senate,  which  came  from  the  Finance  Department,  on  the  Bill 
which  is  now  before  us.  If  any  further  explanations  are  desired,  I think  they 
may  be  available  now.  Mr.  Finlayson  has  had  very  much  to  do  with  the  Bill, 
and  I feel  sure  he  would  be  only  too  glad  to  answer  questions  concerning  it. 
The  Bill  covers  considerable  ground,  and  I understand  there  are  representatives 
of  financial  houses  who  desire  to  be  heard.  I do  not  intend  to  press  this  Bill  for- 
ward quickly;  it  should  run  on  parallel  lines  with  the  Companies  Act  Amend- 
ment, because  they  have  similar  clauses  in  some  respects.  We  would  like  to 
have  as  much  light  as  possible  upon  the  Bill. 

The  Chairman  : The  first  name  on  the  list  is  Mr.  Arthur  Meighen,  K.C. 
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Right  Hon.  Arthur  Meighen,  P.C.,  K.C.,  Toronto:  Mr.  Chairman  and 

gentlemen,  my  authority  is  to  represent  four  investment  trusts,  vitally  affected 
by  this  Bill,  and  to  oppose  the  Bill  in  its  present  terms  very  definitely  and  very 
firmly.  I cannot  assume  that  the  Bill  as  drafted  has  been  very  carefully  studied 
by  other  than  the  draftsman  himself.  Perhaps  it  would  be  well  to  put  the  feel- 
ing we  have  as  to  the  effect  of  the  Bill  in  one  sentence  as  I begin.  If  this  Bill 
is  to  pass,  or  even  if  its  main  features  pass,  investment  trust  business  in  Canada, 
so  far  as  Dominion  charters  are  concerned,  is  at  an  end.  The  Bill  in  effect 
restricts  investments  to  only  such  as  are  authorized  by  the  Insurance  Act.  An 
investment  trust  can  serve  no  function  whatever,  if  it  is  restricted  to  such  invest- 
ments. 

The  purpose  of  investment  trusts  is  to  afford  the  average  investor  an  oppor- 
tunity of  participating  in  a diversified  and  widely  spread  list  of  securities,  hoping 
to  attain  by  such  participation  a share  in  the  general  advance;  and  secondly, 
hoping  to  attain  more  than  that  share  because  of  the  employment  of  experience 
and  management,  armed  with  the  information  necessary  for  such  investment  and 
the  statistics  that  bear  thereon.  The  assumption,  at  all  events,,  upon  which  an 
investment  trust  rests  is  that  the  average  investor  requires  some  assistance  for 
that  character  of  investment.  He  does  not  require  it  at  all  for  the  character  of 
investment  to  which  we  would  be  limited  by  this  Act.  Anybody  can  make  this 
class  of  investment;  he  does  not  need  the  services  of  experts,  or  the  advantages  of 
statistics.  The  average  investor  need  not  pay  commission  to  investment  trust 
companies,  because  he  can  buy  such  securities  himself.  Anybody  can  buy  Gov- 
ernment Bonds. 

The  Bill  as  drafted  virtually  says  to  the  public:  “ If  you  are  going  to  invest 
in  Government  Bonds,  municipal  bonds,  companies  that  have  long  paid  divi- 
dends on  their  preferred  stock,  in  these  securities,  and  these  only  up  to  a certain 
amount,  we  are  quite  willing  that  you  employ  the  services  of  an  investment 
trust  and  pay  them;  but  if.  you  are  going  to  invest  in  other  securities,  where 
more  skill  is  necessary,  you  will  have  to  do  it  yourself ; we  won’t  let  you  employ 
.assistance  in  buying  more  involved  securities.”  The  logic  of  that  situation  is 
.apparent  immediately  you' state  it. 

Investment  trusts,  while  they  use  the  word  “ trust  ” — at  least  a number  of 
them  in  Canada  do — do  not  use  the  word  in  the  sense  of  a trustee  relationship 
between  themselves  and  their  shareholders.  The  word  “ trust  ” has  that  mean- 
ing, I know,  but  that  is  not  its  only  meaning.  The  two  words  “ investment  trust  ” 
used  together  have  a distinct  connotation  in  all  other  English-speaking  coun- 
tries, and  they  are  getting  to  have  the  same  connotation  here.  They  do  not  mean 
a trust  in  the  sense  of  a trustee  relationship,  but  a trust  in  the  sense  of  a pool- 
ing and  a gathering  together  as  would  be  in  an  amalgamation  of  several  institu- 
tions, a gathering  together  under  one  institution.  In  England  almost  without 
exception  these  institutions  are  known  as  investment  trusts,  and  with  one  prefix 
or  another,  they  are  all  called  that.  The  same  is  true  in  the  United  States.  In 
Canada  there  has  been  considerable  resistance  to  giving  our  investment  trusts 
here  a like  advantage,  that  is  the  use  of  the  term  “ trust.”  The  resistance,  I 
think,  has  been  mainly  on  the  part  of  the  regular  trust  companies,  a resistance 
that  one  can  understand  but  which,  if  given  effect  to  in  law,  would  very  seriously 
impair  the  investment  trust  business  of  Canadian  companies  as  against  that  of 
American  and  British  companies. 

The  people  of  Canada  are  getting  to  understand  this  distinct  connotation  of 
the  term  “investment  trust.”  In  fact,  I have  never  run  across  any  confusion 
anywhere.  As  time  goes  on  they  will  more  and  more  understand  it.  I see  no 
sign  of  confusion  as  between  investment  trusts  and  regular  trust  companies. 

Upon  these  arguments  and  for  these  reasons,  the  name  “ investment  trust  ” 
was  given  to  all  our  companies.  It  has  been  given  to  others.  If  it  should  not  have 
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been  given — and  that  I very  distinctly  dispute — the  time  to  refuse  was  at  the 
beginning.  It  is  not  fair  to  come  along  now  and  say,  11  Because  you  have  that 
name,  we  are  going  to  put  a hoop  around  your  legs;  we  are  going  to  virtually 
blindfold  you  and  direct  your  operations;  we  are  going  to  strangle  you,  because 
you  have  taken  that  name,  by  restricting  you  to  only  trust  investments.”  Surely 
such  a course  as  that  will  not  be  taken? 

It  seems  to  me  that  the  only  right  thing  to  do  is  to  pursue  the  policy  that, 
has  been  followed  where  investment  trusts  have  flourished,  largely  in  England. 
The  public  do  not  take  very  long  to  understand  the  nature  of  an  investment 
trust.  There  is  no  trustee  relationship  involved  in  the  word  '‘trust, ” and  there- 
fore there  is  no  particular  reason  for  putting  us  in  charge  of  an  officer  of  the 
Civil  Service,  or  a Minister  of  the  Crown,  any  more  than  there  is  for  putting  any 
other  enterprise  in  the  country  in  a like  charge.  If  it  is  the  intention  to  take 
responsibility  for  all  investments  the  people  make  in  the  country,  then  the  Depart- 
ment should  go  at  it  consistently  and  take  it  all.  Manufacturing  concerns  sell 
their  bonds  to  the  public,  and  they  sell  their  stock.  Why  should  they  be 
allowed  to  do  that  without  the  supervision  of  the  Department  of  Finance? 
They  are  just  as  much  trustees  for  their  shareholders  as  we — exactly  the  same 
relationship  exists.  So  that  if  the  Civil  Service  is  to  be  glorified  into  a colossal 
bureau  of  business  control,  at  least  put  all  businesses  in  the  same  position.  If 
we  assumed  the  relation  of  trusteeship  the  case  would  be  different,  but  we  do 
not  assume  it  and  we  do  not  pretend  to. 

The  main  purposes  of  this  Bill  are  to  place  a degree  of  supervision  and 
licensing — as  it  is  called — upon  this  class  of  enterprise  alone;  to  confine  the 
operations  of  investment  trust  companies  within  limits  not  provided  by  their 
charters,  and  the  result  would  be  the  curtailment  and  destruction  of  their  char- 
ter rights.  To  that  we  most  strenuously  object.  We  come  to  this  House  to 
secure  an  act  of  incorporation;  we  voluntarily  impose  certain  restrictions  in  our 
own  charter  ; we  ask  that  these  restrictions,  which  are  severe  in  themselves,  be 
there  embodied,  and  we  do  so  because  we  believe  they  are  sound  restrictions 
applicable  to  our  business.  We  lay  these  restrictions  before  our  prospective  pur- 
chasers; we  tell  them  what  we  have  done,  and  that  the  Parliament  of  Canada 
has  given  us  a charter  to  operate  within  these  restrictions.  We  sell  our  stock, 
millions  of  dollars  of  it.  Every  stockholder  has  a certificate  based  upon  those 
restrictions  and  upon  the  charter  of  the  company  given  by  this  Parliament. 
But  after  our  shareholders  have  the  certificates  in  their  hands,  this  Bill  comes 
along,  and  if  it  is  passed  it  will  cut  those  charter  rights  in  two — far  more  than 
cut  them  in  half — and  destroy  the  value  of  the  certificates  to  the  extent  that  the 
Bill  curtails  unnecessarily  the  power  of  the  company.  The  purchase!1  did  not 
buy  in  order  that  the  powers  that  his  company  were  to  exercise  would  j .-fee  later 
curtailed;  he  bought  because  the  powers  were  stated  definitely  and  he  knew 
what  they  were. 

I do  not  say  that  we  wTould  object — I do  not  think  we  would,  or  that  any 
company  would  object — to  supervision  that  would  be  involved  in  seeing  to  it 
that  we  lived  within  the  charter  obligations  imposed  when  we  obtained  our 
license.  Nor  do  I think  any  company  should  object  to  any  supervision  that 
would  be  involved  in  seeing  to  it  that  every  shareholder  has  full  information  as 
to  the  company  in  which  he  invests.  Nor  would  there  be  any  objection  to  Gov- 
ernment supervision  with  a view  to  making  certain  of  honesty  of  management 
or  that  facts  concerning  the  management  are  clearly  made  known  from  time  to 
time.  These  measures  of  supervision  are  not  imposed  on  other  companies.  For 
that  reason,  and  for  that  reason  alone,  could  we  object.  We  do  not  object. 
But  we  do  object  to  Parliament  coming  in  and  destroying  a charter  which  it 
has  already  granted;  and  we  do  object  to  being  made  mere  office  boys  of  the 
Civil  Service.  We  won’t  require  any  capacity  in  our  organization  any  more; 
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if  we  have  it  we  had  better  get  rid  of  it,  if  this  Bill  passes.  Anybody  could 
manage  an  investment  trust,  if  this  Bill  should  become  law,  for  an  investment 
trust  would  fulfill  necessary  no  function  at  all. 

We  would  like  to  fulfil  the  obligations  we  have  assumed  to  our  shareholders, 
but  we  would  be  forbidden  to  do  so  if  this  Bill  passes. 

Where  is  the  demand  for  the  restrictions  proposed  in  this  Bill?  If  there 
is  a demand,  I have  not  heard  of  it.  However  indistinctly  . or  indirectly  any 
public  demand  has  been  made,  where  is  the  precedent  lor  it?  The  home  of 
investment  trusts  is  in  England.  I would  like  some  honourable  member  of  the 
Committee  to  suggest  to  me  where  any  procedure  of  this  kind  has  been  fol- 
lowed there.  In  England  there  have  been  investment  trusts  for  70  years,  and 
they  have  been  of  tremendous  advantage  to  the  average  investor  in  that  coun- 
try. I have  not  heard  of  any  movement  of  this  character  over  there;  and  there 
is  certainly  no  similar  proposal  in  the  United  States.  Where  would  we  be  in 
competition  wfith  the  investment  trusts  of  those  countries,  if  our  hands  and  feet 
are  to  be  tied  with  legislation  of  this  kind?  The  immediate  result  would  inevi- 
tably be  that  we  would  wind  up  and  transfer  our  assets  to  some  company  that 
can  do  business,  procuring  a charter  from  some  authority  where  charter  rights 
can  not  only  be  obtained  but  can  be  held  intact  after  they  are  obtained. 

I know,  of  course,  that  the  Committee  will  wish  to  go  over  the  Bill  in  detail, 
and  wThen  it  comes  to  that  I can  express  our  objection  to  various  clauses.  But 
I have  outlined  the  essence  of  the  measure,  and  I have  certainly  painted  rightly 
and  correctly  the  result  that  would  follow  the  passing  of  the  Bill.  That,  I 
think,  is  the  only  function  I can  perform  at  present. 

Hon.  Mr.  Dandurand:  I understand  that  your  main  argument  is  directed 

against  any  retroactivity  in  the  Bill? 

Right  Hon.  Mr.  Meighen:  Not  at  all.  My  argument  is  directed  to  the 

very  essence  and  principle  of  the  Bill. 

Hon.  Mr.  Dandurand:  Does  it  not  apply  more  especially  to  companies  that 
have  already  obtained  a charter, — 

Right  Hon.  Mr.  Meighen:  It  does  that;  but — 

Hon.  Mr.  Dandurand:  — whose  rights  go  beyond  this  Bill  and  are  invaded 
by  this  Bill. 

Right  Hon.  Mr.  Meighen:  It  does  that;  but  the  Bill  not  only  affects  the 

holdings  we  now  have,  but  it  completely  restrains  us  in  respect  to  future  com- 
panies, and  I strongly  object  to  that.  We  purpose  incorporating  investment 
trusts,  but  we  do  not  intend  to  do  so  if  we  are  to  be  mere  automatons  of  the  Civil 
Service.  In  a word,  the  passing  of  this  measure  would  put  the  entire  field  of 
investment  trusts  under  other  authorities  than  the  Parliament  of  Canada. 

Hon.  Mr.  Murphy:  Are  all  the  investment  trusts  to  which  you  refer 

incorporated  by  special  Acts  of  Parliament? 

Right  Hon.  Mr.  Meighen:  No.  They  are  incorporated  under  the  Com- 

panies Act  in  so  far  as  those  that  have  Dominion  charters;  but  there  are 
quite  a number  incorporated  under  provincial  charters,  and  I fancy  that  they  feel 
very  happy  to-day  that  they  are  so  incorporated. 

Mr.  E.  G.  Long,  K.C.,  of  Toronto:  Mr.  Chairman  and  gentlemen,  I just 
want  to  say  a word  or  two  on  behalf  of  the  Investment  Bankers’  Association 
of  Canada,  which  I represent,  in  connection  with  the  Companies  Act.  I 
have  no  desire  to  speak  to  the  details  of  the  Bill,  excepting  on  one  point,  and 
that  is  the  definition  of  the  investment  trusts  or  the  companies  which  come  under 
this  Act,  found  in  section  2.  We  submit  that  that  is  far  broader  in  its  language 
than  presumably  the  framers  of  the  Bill  intended.  In  other  words,  it  will 
include  a great  many  more  companies  than  are  commonly  known  as  invest- 
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ment  trusts.  It  would  include  the  ordinary  incorporated  bond  dealer  company r 
the  ordinary  investment  banking  company,  security  companies  that  did  not  go 
to  the  public — security  companies  that  were  not  engaged  in  the  generally 
accepted  function  of  the  investment  trust.  If  the  Bill  proceeds  further,  the 
matter  of  definition  is  one  of  great  importance,  in  order  to  make  it  quite  clear 
that  the  corporations  affected  are  what  Mr.  Meighen  has  described  as  being- 
well  recognized  investment  trust  concerns. 

The  second  point  that  the  Association  wishes  to  lay  before  the  Committee 
is  the  matter  of  general  principle  which  has  been  very  largely  covered  by  Mr. 
Meighen.  Presumably,  the  purpose  of  the  Bill  was  to  protect  the  investor  who 
puts  his  money  into  what  are  now  known  as  investment  trusts.  We  consider 
that  the  investor  is  protected  in  investing  his  money  in  investment  trusts 
the  same  as  he  is  protected  when  he  puts  his  money  into  any  fotm  of  corpor- 
ate venture,  by — and  I am  repeating  what  I have  said  before — the  protection 
which  is  given  through  the  control  of  the  sale  of  securities  in  the  various  pro- 
vinces. In  England  there  is  no  control  over  investment  trusts  and  the  type 
of  securities  in  which  they  can  invest.  I understand  that  in  practically  every  case 
in  England  there  has  been  a voluntary  restriction  or  definition  in  their  charter 
as  to  the  type  of  securities  in  which  they  will  invest,  and  certain  regulations 
as  to  the  form  their  investments  will  take.  The  same  situation  has  obtained 
in  the  United  States,  where  there  has  been  a rapid  growth  of  this  type  of  busi- 
ness. In  the  United  States  there  have  been  investigations  made  and  a lengthy 
report  was  made  by  the  Attorney  General  of  New  York  and  by  Government 
authorities  in  some  of  the  other  States,  and  in  none  of  these  States  has  there 
been  any  definite  requirement  limiting  or  restricting  the  investments  in  any  way. 
That  is  left  to  the  decision  of  the  incorporators  of  the  company  as  to  what 
restrictions  they  will  put  in,  or  if  they  put  in  no  restrictions  at  all.  It  is  a mat- 
ter of  judgment. 

Investment  trusts  in  Canada  are  vehicles  through  which  undoubtedly  we 
will  attract — because  we  already  have  attracted— capital  and  not  only  from  our 
own  people.  The  public  are  given  an  opportunity  to  put  their  savings,  their 
surplus  funds,  into  companies  where  they  can  get  a reasonable  return  from 
diversified  investments,  and  where  they  will  have  the  benefit  of  skilled  manage- 
ment. These  investment  trusts  have  attracted  and  will  continue  to  attract 
capital  for  industrial  development  in  greater  volume  than  ever  before,  and  this 
capital  will  come  not  only  from  our  own  country,  but  from  the  Continent  and 
probably  even  from  the  United  States. 

When  you  are  dealing  with  investors  in  foreign  countries  there  is  undoub- 
tedly a cachet  in  a Dominion  charter;  it  is  recognized  usually  as  of  a more 
satisfactory  standard — with  all  due  respect — than  a charter  from  a province; 
and  it  would  be,  we  submit,  a catastrophe  if  you  prevented  investment  trusts 
organized  along  the  lines  which  they  have  in  England,  organized  along  the- 
lines  that  we  and  a number  of  other  companies,  including  those  Mr.  Meighen 
represents,  have  followed,  having  an  opportunity  of  attracting  capital  to  Canada, 
where  we  certainly  need  it  and  can  use  it.  A Bill  such  as  this  would  absolutely 
prevent  the  formation  and  operation  of  investment  trusts  not  only  in  Canada 
but  abroad-  There  has  been  no  bad  experience  in  England — there  have  been 
some  sad  experiences  in  almost  every  type  of  business — and  there  have  been  no 
bad  experiences  in  Canada  since  these  companies  have  been  incorporated  under 
the  Dominion  Companies  Act,  and  this  Bill  seems  to  be  an  effort  to  . exercise  a 
paternalistic  control  over  this  type  of  business,  far  in  advance  of  any  necessity 
for  it.  If  some  unhappy  instances  could  be  pointed  to,  showing  a loss  to  the 
investors,  or  mismanagement  or  misappropriation  of  funds,  there  might  be  some 
grounds  for  the  Government  stepping  in. 

Hon.  Mr.  Dandtjrand  : Would  you  rather  wait  for  that  experience. 
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Mr.  Long:  I do  not  think  you  will  ever  meet  it,  and  I do  not  think  one 

should  imagine  it  and  . kill  a legitimate  business  on  the  assumption  that  some- 
one in  the  future  may  go  wrong  or  may  make  a mistake  which  will  result  in  loss 
to  the  investors.  So  on  the  general  question  of  principle,  the  Association  sub- 
mits, through  me,  that  the  Bill  is  one  which  should  not  be  adopted;  that  invest- 
ment trusts  should  carry  on  as  they  have,  under  letters  patent,  and  that  the 
conditions  embodied  in  this  Bill,  which  are  really  taken  almost  completely 
from  the  Loan  Companies  Act — a type  of  incorporation  very  different  in  its 
object  and  operation  from  investment  trusts — should  not  come  into  force  and, 
so  far  as  Dominion  incorporations  are  concerned,  put  an  end  to  typical  invest- 
ment trusts. 

Hon.  Mr.  McMeans:  What  control  do  you  think  the  Department  should 

have  over  these  companies? 

Mr.  Long:  Just  the  same  control  that  it  has  over  pulp  and  paper  com- 

panies, or  any  other  manufacturing  companies  or  concerns  in  which  the  public 
invest  their  money  on  the  faith  of  the  information  given  them,  faith  in  the 
directorate,  or  the  business  the  company  is  going  to  do. 

Hon.  Mr.  McMeans:  There  is  no  control  at  the  present  time. 

Mr.  Long:  No. 

Hon.  Mr.  Smeaton  White:  In  England  isn’t  there  a trustee  in  one  of  the 
Departments  of  the  Government  that  controls  these  companies? 

Mr.  Long:  I don’t  think  so,  sir. 

Hon.  Mr.  Smeaton  White::  I thought  there  was. 

Mr.  Long:  Not  to  my  knowdedge.  I am  subject  to  correction.  I under- 

stand they  are  incorporated  under  the  Companies  Act,  and  are  just  as  free  in 
their  operations  as  a company  incorporated  to  run  any  other  mercantile  business- 
Is  not  that  so,  Mr.  Meighen? 

Right  Hon.  Mr.  Meighen  : There  is  a public  trustee  in  reference  to  trustee 
matters,  but  he  has  nothing  to  do  with  investment  trusts.  There  is  no  trustee- 
ship. 

Hon.  Mr.  Laird:  Would  not  you  think  there  is  some  distinction  between 

a pulp  and  paper  company  and  an  investment  trust,  which  carries  the  impli- 
cation that  it  is  something  in  the  nature  of  a trust  company? 

Mr.  Long:  I do  not  believe  the  use  of  the  word  “trust”  carries  the  impli- 
cation that  it  is  a trust  company  carrying  on  a trustee  business.  There  are  a 
great  many  investment  trust  companies  in  which  the  word  “trust”  is  no  part 
of  the  name.  These  are  details  with  which  I am  not  as  familiar  as  people 
who  have  been  more  particularly  interested  in  investment  trusts.  I do  not 
believe  “trust”  is  a necessary  feature  of  the  incorporation  of  these  companies. 

Hon.  Mr.  Todd:  Leaving  out  the  word  “trust”,  don’t  you  think  the  people 
who  invest  in  these  investment  trusts  are  of  a different  class  from  those  who 
invest  in  paper  mills,  and  the  like? 

Mr.  Long:  I think  they  are  probably  more  intelligent  investors. 

Hon.  Mr.  Beatjbien:  If  I understand  you,  in  the  investment  trusts  incor- 
porated up  to  now,  there  are  in  the  acts  of  incorporation  some  restrictions  as  to 
the  investments  to  be  made. 

Mr.  Long:  That,  I understand,  has  been  the  practice — a voluntary  restric- 
tion fixing  limits  which  the  incorporators  felt  were  sound;  that  would  give  some 
assurance  to  the  investor ; that  would  recommend  it  to  him ; and  yet  that  would 
give  them  a reasonably  free  hand  to  diversify  investments  and  to  obtain  a 
return  which  would  be  more  than  could  be  obtained  from  buying  tax  free 
Government  bonds. 
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Hon.  Mr.  Beaubien:  I suppose  you  commend  that  practice? 

Mr.  Long:  Yes. 

Hon.  Mr.  Beaubien  : That  practically  means  that  the  amount  of  money 
confided  to  the  investment  trusts  will  surely  be  invested  in  a diversified  way. 

Mr.  Long:  Yes,  sir. 

Hon.  Mr.  Beaubien:  Now,  if  it  is  a good  practice  for  the  investment 
trusts  that  exist  up  to  date,  don’t  you  think  it  would  be  a good  thing,  perhaps, 
to  assure  by  legislation  that  the  same  precaution  will  be  taken  by  the  invest- 
ment trusts  created  hereafter? 

Mr.  Long:  In  the  charter? 

Hon.  Mr.  Beaubien:  Yes. 

Mr.  Long:  Depending  on  how  restrictive  or  how  elastic  you  make  this; 
but  there  is  no  sign  of  elastic  in  the  provisions  of  this  Act. 

Hon.  Mr.  Beaubien:  But  leaving  aside  the  provisions  of  this  draft,  which 
may  be  too  drastic. 

Mr.  Long:  Yes. 

Hon.  Mr.  Beaubien:  I refer  purely  and  simply  to  the  principle  of  the 
matter.  I understand  that  both  the  Right  Hon.  Mr.  Meighen  and  yourself 
state  that  the  investment  trusts  created  up  to  now  have  found  it  of  advantage 
to  bind  themselves  voluntarily  to  a diversified  investment  for  their  clients. 

Mr.  Long:  One  of  the  common  restrictions  is  the  one  which  goes  to  ensure 
a diversification.  In  many  of  those  charters  you  will  find  that  after  the  com- 
pany’s funds  reach  a certain  figure  it  must  have  securities  in  say  fifty  different 
types  of  industry,  or  securities  of  fifty  different  types.  That  is  to  force  them 
to  spread  their  securities  over  a certain  area  and  to  get  the  benefit  of  diversi- 
fication. Speaking  from  what  I know  of  the  United  States — and  I think  to  a 
certain  extent  it  is  true  of  England — the  tendency  has  been  rather  towards  a 
loosening  of  these  restrictions.  In  some  of  the  earlier  incorporations  they 
mention  not  only  diversification,  but  certain  percentages  in  each  class  of  indus- 
try; but  they  have  got  away  from  that,  feeling  that  it  hampered  the  sound 
business  judgment  of  the  Board,  and  the  restriction  now  goes  more  towards 
securing  diversification.  'On  the  other  hand,  you  will  find  in  England  and  in 
the  United  States  many  trusts  that  deal  with  only  one  industry — one  the  oil 
industry,  another  bank  shares,  another  insurance  shares — so  the  shareholder  will 
know  that  he  is  getting  expert  management  in  a special  industry,  which  has 
been  very  successful.  So  you  have  two  points  of  view  on  that:  one  a variety 
of  diversification,  and  the  other,  diversification  within  one  industry. 

But  I still  think  on  the  question  of  principle,  that  where  you  have  a sound, 
satisfactory  board  of  management,  it  is  unwise  to  hamper  their  judgment.  It 
has  been  found  unwise  in  all  corporate  business  to  try  to  hog-tie  the  directors, 
as  it  were,  in  the  management  of  the  business  they  control. 

Hon.  Mr.  Webster:  These  investment  companies  could  not  invest,  for 
instance,  in  the  Montreal  Light,  Heat  and  Power  stock,  for  it  has  not  paid  the 
4 per  cent  for  the  past  seven  years. 

Mr.  Long:  No. 

Hon.  Mr.  Webster:  Therefore  what  I would  regard  as  a very  valuable  and 
safe  stock,  they  could  not  invest  in. 

Hon.  Mr.  Dandurand:  Perhaps  it  is  that  too  much  water  has  gone  into 
the  stock. 

Hon.  Mr.  Webster:  The  water  has  all  been  squeezed  out,  sir. 

Hon.  Mr.  Dandurand:  For  the  information  of  the  representatives  of  out- 
side interests,  I desire  to  say  that  this  Bill  is  the  outcome  of  a decision  of  this 
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Committee  that  a Bill  should  be  prepared  for  consideration.  It  is  true  that 
the  Bill  has  come  here  through  myself  from  the  Finance  Department,  but  it  is 
the  outcome  of  the  deliberations  of  this  Committee.  It  has  been  duly  drafted, 
and  now  it  is  for  us  to  consider  it  and  say  whether  or  not  it  goes  beyond  what 
we  are  ready  to  accept.  I want  to  emphasise,  however,  that  this  Bill  is  before 
us  in  obedience  to  the  action  of  this  Committee. 

Hon.  Mr.  Webster:  May  I ask  at  whose  request  the  Bill  was  prepared? 

Hon.  Mr.  Dandurand:  At  the  request  of  the  Committee. 

Mr.  G.  S.  Stairs,  K.C.,  Montreal:  Mr.  Chairman  and  gentlemen,  I have 
taken  a very  great  deal  of  interest  in  this  Bill  since  I first  saw  it,  and  I am  sure 
that  you  will  all  realize  that  in  coming  here  to  speak  I dlo  so  with  all  respect 
to  the  Committee.  I think,  we " all  realize  the  circumstances  under  which  the 
Bill  was  suggested:  that  it  came  out  of  the  discussion  on  the  amendment  to  the 
Companies  Act,  and  I have  regarded  it,  perhaps  wrongly,  as  simply  an  experi- 
ment, a draft  prepared  and  put  before  the  Committee  to  enable  the  whole  subject 
to  receive  proper  consideration.  I think  that  those'  who  are  given  opportunity 
to  do  so  would  like  to  discuss  it  from  that  point  of  view.  Though  we  may  not 
approve  either  of  the  principle  of  the  Bill  or  of  its  details,  it  may  be  a very 
useful  thing  to  'have  had  the  subject  ventilated  in  this  Committee. 

I do  not  want  to  take  up  the  time  of  the  Committee  at  any  great  length. 
I do  not  want  to  repeat  what  the  Right  Hon.  Mr.  Meighen  has  said,  or  what 
my  friend  Mr.  Long  has  said,,  but  perhaps  I could  touch  one  or  two  other  points 
and  emphasize  one  or  two  of  the  points  they  made.  First  of  all,  a great  deal 
of  trouble  has  arisen  in  this  country — I think  perhaps  the  principal  trouble1 — 
from  the  designation  of  these  incorporations  as  investment  trusts.  It  is  natur- 
ally suggested  by  people  not  familiar  with  such  incorporations  that  there  is 
something  of  a fiduciary  character  about  them ; that ' they  may  in  some  way 
resemble  trust  companies  or  something  of  that  kind.  I remember,  and  Mr. 
Mulvey  will  remember,  that  when  petitions  began  to  flow  into  his  department 
for  the  incorporation  of  these  companies,  representations  were  made  by  the 
trust  companies — including  one  of  my  own  clients1 — complaining  of  the  use  of 
the  word  “ trust  ” in  connection  with  these  companies.  That  opposition  was  not 
successful,  and  it  was  explained  that  the  conjunction  of  the  two  words  “ invest- 
ment ” and  “ trust ” indicated  that  these  companies  were  something  apart  from 
the  ordinary  trust  companies,  and  that  there  was  no  reason  to  yield  to  the 
complaints  oif  the  trust  companies. 

You  gentlemen,  no  doubt,  will  have  heard  of  the  use  of  the  word  “ trust  ” 
in  many  other  connections.  A measure  which  received  a great  deal  of  publicity 
in  the  United  States  was  the  Sherman  Anti-Trust  Law.  In  that  case  the  word 
“trust”  was  used  in  the  sense  of  a combine  or  something  of  that  nature;  it  may 
be  through  some  sort  of  loose  organization,  pooling  properties  of  two  or  more; 
but  the  real  sense  of  the  word  in  that  connection  is  combination  in  restraint 
of  trade.  There  is  no  idea  of  trust  company  there,  and  very  little,  if  anything, 
of  a fiduciary  character  except  the  fact  that  sometimes  a trust  organization  is 
used  for  pooling  things  together.  Another  form  of  association  is  one  used  very 
much  in  New  England.  I think  they  now  speak  of  it  as  a “ common  law 
trust.”  They  used  to  call  them  “Massachusetts  trusts.”  These  are  simply 
unincorporated  companies.  People  who*  want  to  form  these  associations  vest 
their  property  in  the  name  of  one  or  more  trustees,  and  they  have  a long  instru- 
ment regulating  the  rights  of  the  trustee  and  the  beneficiaries,  and  to  all  intents 
and  purposes  they  have  a company.  Technically  they  have  the  form  of  trust 
used  in  common  law,  but  it  is  merely  an  instrument  for  holding  the  property, 
the  trustees  holding  it  for  the  people  having  its  certificates.  There  are  many 
different  ways  in  which  the  word  “trust”  is  used  in  relation  to  companies 
and  business  generally,  and  it  has  got  to  be  distinguished  from  the  ordinary 
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sense  of  fiduciary  relationships  established  by  deed  and  will  and  the  sort  of 
trusts  that  trust  companies  administer.  These  investment  trusts  are:  simply 
investment  companies.  You  could  drop  the  word  li  trust  ” and  not  affect  the 
character  or  nature  of  the  thing  at  all.  They  are  simply  organized  to  raise 
capital  either  privately  or  from  the  public  to  be  invested  in  securities^— bond's 
and  shares — rather  than  in  any  definite  single  business. 

With  regard  to  the  question  of  whether  there  is  any  necessity  or  demand 
for  the  regulation  of  these  companies,  it  seems  to  me  that  the  general  principle 
ought  to  be  considered.  We  have  in  this  country  statutes  under  which  certain 
classes  of  corporations  are  organized  and  made  subject  to  restrictions  and 
regulations  of  various  kinds.  The  chief  example  of  that  is  the  Banking  Act. 
In  addition  we  have  the  Insurance  Acts  of  the  Dominion  and  of  the  provinces, 
and  the  Loan  Companies  Acts.  The  Railway  Act  is  a statute  of  the  same 
general  type.  If  you  think  for  a moment  you  will  see,  I believe,  in  every  one 
of  these'  cases,  that  there  is  a general  principle  which  suggests  that  the  public 
is  interested  and  that  it  should  take  more  or  less  of  a hand  in  regulating  these 
companies.  They  have  special  powers  in  the  exercise  of  what  we  call  a public 
calling,  like  common  carriers,  or  they  come  directly  into  the  life  of  the  nation 
and  are  essentially  of  it.  The  banks  must  be  regulated  because  they'  have  a 
monopoly  of  the  currency  and  the  note  issue,  and  what  is  practically  currency, 
the  use  of  cheques.  But  coming  down  to  detail,  I do  not  think  the  intimacy  of 
the  banks’  business  is  regulated  to  such  an  extent  as  it  is  suggested  to  regulate 
the  affairs  of  these  investment  corporations  by  this  Act.  I need  not  mention 
the  Railway  Act.  The  railways'  are  in  touch  with  the  public  and  are  infringing 
private  rights,  and  must  be  regulated.  Loan  companies  are  probably  on  the 
border  line,  but  perhaps  there  is  a case  for  the  regulation  of  loan  companies, 
for  to  some  extent  they  are:  agrarian  banks.  But  I cannot  see  anything  in 
principle  for  the  regulation  of  investment  corporations.  They  are  simply 
private  organizations  taking  advantage  of  the  general  statutes  which  permit 
companies  to  be  organized.  They  operate  under  the  general  laws  of  the  coun- 
try; they  seek  no  powers;  they  have  no  privileges.  There  is  no  difference 
between  a company  organized  to  buy  securities  in  order  to  make  a profit  or 
derive  a revenue  from  them,  possibly  by  resale  and  reinvestment,  and  a company 
dealing  in  any  other  commodity. 

When  my  friend  Mr.  Long  was  speaking  I anticipated  the  leader’s  question 
as  to  whether,  perhaps,  he  was  arguing  that  he  did  not  want  any  precautions 
taken  until  the  horse  had  been  stolen.  But  I do  not  think  that  is  the  proper 
point  of  view  at  all.  I do  not  see  that  in  principle  there  is  any  necessity  for 
that  regulation  of  investment  corporations  when  they  do  not  ask  for  any  special 
powers.  When  I say  special  powers,  of  course  I mean  powers  that  are  not 
theirs  for  the  asking  under  the  ordinary  rules  of  law  and'  the  rules  of  the  statute 
which  they  operate  under.  If,  unfortunately,  it  ever  should  become  necessary 
to  criticize  this  Bill  in  detail  I should  like  to  have  'an  opportunity  to  speak 
again;  but  I should  prefer  not  to  address  myself  to  that  question  this  morning, 
and  I merely  want  to  say  on  behalf  of  some  clients  interested  in  this  matter — 
investment  trusts,  and  also  investment  corporations  generally,  because  the  Bill 
would  touch  everything,  even  a one-man  company  organized  to  buy  securities’ — 
that  from  my  experience  generally  in  the  legal  profession  dealing  with  things 
of  this  kind,  it  seems  to  me  there  is  no  necessity  for  the  Bill  and  that  the  Bill 
is  framed  on  a principle  that  is  basically  unsound.  Of  course,  in  passing,  I 
remark  what  Mr.  Meighen  and  Mr.  Long  have  said1 — -that  it  is  practically  pro- 
hibitory legislation.  So  far  as  having  any  beneficial  effect,  it  will  not  (have 
anything  to  operate  on.  In  the  first  place,  nobody  can  go  to  Parliament  for  a 
charter  every  time  he  wants  to  incorporate  an  investment  company,  and  people 
will  go  to  other  jurisdictions.  They  are  at  liberty  to  do  that.  The  banks,  of 
course,  cannot  escape  Parliament,  but  these  companies  could  be  incorporated 
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anywhere  they  wished,  and  thousands  of  investment  companies  that  would  be 
incorporated  in  Canada  by  foreigners  and  by  our  fellow  subjects  from  other 
parts  of  the  Empire  simply  would  not  come  here  at  all.  People  Who  do  not 
want  to  come  to  the  jurisdiction  of  the  Dominion  would  go  to  other  jurisdictions. 

Hon.  Mr.  Damdurand:  As  I view  it,  this  kind  of  company  can  be  very 
successful;  and  it  is  not  against  the  orthodox  company,  those  that  are  well  man- 
aged by  high  class  people,  that  Parliament  must  guard,  but  against  the  abuse 
which  is  possible  under  the  powers  that  are  given  to  other  companies  that  may 
be  mismanaged.  With  that  idea  in  mind,  it  strikes  me  that  these  companies 
can  become  very  highly  speculative  in  risking  their  capital  in  stocks  of  very 
questionable  character.  Here  is  a certain  capital  invested  in  very  doubtful 
security;  yet  upon  the  investment  of  that  capital,  borrowed  from  the  public, 
debentures  may  be  issued,  based  upon  a statement  that  the  capital  so  far  has 
been  applied  in  very  promising  security,  and  in  that  way  the  ball  will  be  kept 
rolling.  Then  one  day  the  bottom  will  fall  out  of  everything.  Since  you  speak 
of  loan  companies  being  on  the  extreme  border,  of  what  has  been  allowed  so 
far  by  Parliament  in  controlling  public  utilities  and  banks,  is  there  not  a case 
for  a law  stating  to  that  extent  these  new  ventures  about  to  be  launched  seem 
to  be  a good  moral  risk?  Otherwise  will  not  a howl  be  raised  in  the  country, 
and  will  not  the  question  be  asked : What  has  Parliament  been  doing  in  allow- 
ing these  people  to  fool  the  public  and  not  exercising  any  control? 

Mr.  Stairs:  Well,  I think  that  the  only  answer  to  that  is  that  the  same  argu- 
ment might  apply  practically  to  everybody  in  any  sort  of  business.  I cannot 
see  any  real  difference  between  going  out  in  the  streets  and  saying  that  I want 
capital  to  invest  in  an  oil  company,  or  to  drill  a well  somewhere  at  the  edge  of 
the  North  Pole,  and  saying  that  I want  'capital  to  buy  shares  of,  say,  ten  com- 
panies that  are  going  to  drill  one  at  the  North  Pole,  one  at  Labrador,  one  in  the 
Turner  Valley,  and  so  on.  There  is  no  real  difference.  The  principle  that  I tried 
to  lay  down,  which  it  seems  to  me  is  a real  principle  with  some  basis  of  theory 
and  some  relation  to  fact,  is  that  Parliament  should  regulate,  and  we  can  reason- 
ably say  ought  to  regulate  companies  where  they  are  enjoying  special  rights  that 
involve  a monopoly,  or  some  right  that  affects  the  public  or  private  rights  of 
citizens,  or  something  of  that  kind.  But  where  it  is  merely  a question  between 
man  and  man — my  going  to  a chap  and  saying,  “ Do  you  want  to  go  into  a deal 
with  me  to  buy  stocks  in  oil  wells,  or  gold  mines,  or  milling  companies,  or  any- 
thing at  all?”  that  fellow  can  say,  “ No,  thanks,  Mr.  Stairs,  I don’t  want  to  buy 
your  shares  or  buy  your  debentures.”  Then  I have  got  to  go  to  somebody  else. 
But  it  is  a very  different  thing  when  I want  to  put  my  money  into  a bank.  I do 
not  like  to  trust  the  stocking,  or  the  hole  under  the  oak-tree  in  the  back  lawn ; 
I have  got  to  go  to  a bank.  The  bank  is  established  by  Parliament,  and  regu- 
lated by  Parliament.  They  are  the  people  that  are  given  the  right  to  take  care 
of  my  money  for  me,  and  they  have  to  live  up  to  certain  rules  and  regulations. 
I cannot  choose  any  more  than  I could  choose  if  I wanted  to  take  a trip  by  rail- 
way to  go  to  Victoria;  I have  got  to  take  either  the  people’s  railway  or  some- 
body else’s  railway ; but  otherwise  it  is  a matter  of  private  contract,  and  it  seems 
to  me  that  the  less  Parliament  can  interfere  with  those  matters  which  are  merely 
of  private  contract,  the  better. 

Hon.  Mr.  Webster:  Do  you  know  of  any  desire  for  this  Bill  from  the  regu- 
lar trust  companies  that  you  may  be  associated  with? 

Mr.  Stairs:  No,  I have  not  heard  the  subject  mentioned,  and  I may  say  I 
am  competent  to  speak  for  my  firm  and  for  one  of  the  large  trust,  companies. 

Hon.  Mr.  Webster:  So  it  is  not  from  them? 

Mr.  Stairs:  I cannot  speak  for  others,  but  certainly  not  from  the  Royal 
Trust  Company. 

84907 — li 


62 


STANDING  COMMITTEE 


Hon.  Mr.  Beique:  In  your  opinion  the  trust  companies  would  have  no  objec- 
tion? 

Mr.  Stairs:  I mentioned  at  the  beginning  of  what  I said  that  the  trust  com- 
panies did  at  one  time  object. 

Hon.  Mr.  Beique:  But  they  would  be  reconciled  now? 

Mr.  Stairs:  Well,  they  bowed  to  a decision  that  was  made  at  the  time,  and 
dropped  their  protests.  That  is  merely  incidental,  of  course,  to,  this  whole  sub- 
ject. I mean  that  could  easily  be  aroused  by  saying  that  you  could  not  use  the 
word  “ trust.”  I cannot  speak  for  my  right  honourable  friend  over  there  (Rt. 
Hon.  Mr.  Meighen),  but  I do  not  know  that  he  pinned  his  entire  case  to  the. 
word  “ trust  ” in  il  investment  trust.”  The  principle  is  much  wider  than  that. 
I am  really  not  authorized  to  say  whether  the  trust  companies  would  object  or 
not.  I told  Senator  Webster  I had  not  even  discussed  the  subject  with  them, 
but  I do  not  think  they  could  make  any  sound  objection  to  it. 

Hon.  Mr.  Webster:  They  never  asked  you  about  it? 

Mr.  Stairs:  They  never  asked  me  about  it,  and  I do  not  think  they  would 
have  any  objection  to  it,  but  I think  they  will  have  to  make  clear  in  the  Bill 
the  distinction  between  a trust  company  and  an  investment  trust,  so  that  people 
will  know  that  they  are  two  different  things. 

Hon.  Mr.  Beaubien:  You  have  probably  incorporated  investment  trusts 

many  times? 

Mr.  Stairs:  Yes,  and  I have  another  that  wants  to  incorporate,  but  there  is 
an  embargo  on  them  at  present. 

Hon.  Mr.  Beaubien:  I wanted  to  find  out  from  you,  who  have  incorporated 
those  companies,  did  those  companies  ask  to  be  limited  in  their  investments? 

Mr.  Stairs:  They  did,  Senator,  for  this  reason;  they  advertise  it;  they  want 
to  select  their  investments. 

Hon.  Mr.  Beaubien:  When  they  select  their  investment,  what  is  the  reason? 
Is  it  because  they  want  to  protect  themselves  against  improvident  investments 
of  money  confided  to  them,  or  is  it  because  they  want  to  address  themselves  to 
a certain  class  of  the  public  that  are  more  apt  to  give  them  the  money  for  invest- 
ment? What  is  the  purpose  of  the  limitation? 

Mr.  Stairs:  It  might  be  either  of  those  purposes.  Some  of  them  restrict 
themselves,  for  instance,  to  investments  in  some  single  sort  of  industries,  like 
oil  company  stock.  They  probably  do  that  with  the  idea  of  encouraging  people 
from  the  view  of  hoping  to  gain  large  profits  because  of  the  speculative  nature 
of  oil  companies  generally,  but  to  deal  in  shares  on  a broad  basis,  a safer  basis 
than  buying  a single  oil  company  stock.  On  the  other  hand,  where  you  have  a 
general  investment  trust,  that  is  to  say,  that  does  not  intend  to  operate  in  any 
particular  line  of  investment,  and  they  adopt  a standard,  say  they  are  more  or 
less  standardized — everybody  likes  to  vary  them  a little  bit — in  that  case  they 
want  to  advertise  the  fact  that  they  have  other  securities  by  reason  of  not  put- 
ting all  their  eggs  in  one  basket.  That  is,  there  is  the  diversification  idea. 

Hon.  Mr.  Beaubien:  And  that  helps  them  to  get  capital? 

Mr.  Stairs:  Probably  they  think  it  does. 

The  Chairman  : Thank  you,  Mr.  Stairs.  The  next  speaker  is  Mr.  Hugessen. 

Hon.  Adrian  K.  Hugessen,  K.C.,  Montreal:  Gentlemen,  I will  not  detain 
the  Committee  for  very  long.  I wish  to  support  what  has  been  said  by  the 
gentlemen  who  have  preceded  me,  but  I wish  to  view  the  matter  from  a slightly 
different  angle.  They  have  dealt  with  this  Bill  from  the  point  of  view  of  invest- 
ment trust  companies,  properly  so-called.  Now,  the  Bill  as  it  is  drafted  applies 
not  only  to  properly  called  investment  trust  companies,  but  to  every  company 
having  as  its  principal  object  the  investment  of  its  funds  in  shares  and  securities. 
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Now,  I doubt  whether  the  Committee  realizes  the  extent  to  which  com- 
panies are  incorporated  with  that  principal  object  of  investing  in  securities 
under  the  present  Companies  Act.  I took  the  trouble  yesterday  to  go  through  the 
official  Gazette,  which  gives  the  incorporations  of  all  the  companies,  for  the 
past  two  months — the  months  of  March  and  April — and  I found  that  during 
those  two  months  alone  47  companies  had  been  incorporated  with  the  principal 
object  of  investing  in  securities.  That  is  an  average  of  something  like  250  com- 
panies a year.  Now,  of  those  companies  incorporated  for  that  purpose,  I doubt 
whether  5 per  cent  of  them  have  offered  to  the  public  for  capital,  or  ever 
intend  to  offer  to  the  public — of  this  country  at  any  rate, — for  capital.  There 
are  a number  of  so-called  private  investment  companies,  and  moreover,  there  are 
a great  number  of  persons  in  the  United  States  and  in  Europe  who  wish  to 
take  advantage  of  the  very  excellent  provisions  of  the  Dominion  Companies 
Act,  and  to  incorporate  companies  here  to  take  advantage  of  our  Act,  who 
would  be  deterred,  who  could  not  come  here,  if  this  Bill  was  passed. 

This  Bill  provides  that  every  investment  company  must  be  incorporated  in 
the  future  by  Act  of  Parliament,  and  it  prescribes  very  serious  limitations 
on  the  class  of  investment  which  each  company  may  engage  in.  I take  it  that 
the  object  of  this  Committee  is  to  protect  the  public  against  wildcat  investment 
schemes;  but  I wish  to  point  out  that  if  the  Bill  passes  in  its  present  form  it  will 
take  in  a very  much  larger  class  of  companies  than  the  Committee  intends 
to  deal  with. 

Hon.  Mr.  Murphy:  In  other  words,  it  would  affect  companies  whose 

primary  object  was  not  to  ask  investments? 

Mr.  Hugessen:  Precisely.  I wish  the  Committee  would  allow  me  to  give 

one  or  two  examples  from  my  own  practice  in  the  last  few  months,  showing  what 
the  effect  of  this  Bill  would  be  on  certain  particular  clients.  A few  months  ago 
I incorporated  a company  for  some , French  clients,  with  a very  laudable 
object  of  permitting  a number  of  French  capitalists  to  interest  themselves  in 
Canadian  mining  companies  of  the  better  sort,  such  as  Noranda,  International 
Nickel,  Consolidated  Smelters,  etc.  That  company  made  no  public  issue  at 
all  in  this  country,  and  has  no  intention  of'  making  any  such  issue.  By  its 
charter  it  is  provided  that  it  must  invest  in  the  shares  of  mining  companies 
principally.  That  company  would  come  under  this  Act.  The  result  would  be,  if 
section  64  of  the  Act  applies  to  this  company,  that  after  the  1st  of  July  next 
that  company  would  only  be  able  to  invest  50  per  cent  of  its  assets  in  the  securi- 
ties of  mining  companies,  for  the  very  purpose  of  which  it  was  incorporated, 
and  the  remainder  of  its  assets  it  would  have  to  invest,  10  per  cent  in  banks  and 
insurance  companies  and  investment  companies  and  public  utility  companies 
and  railway  companies.  The  Commitee  will  see  that  that  is  absolutely  inapplic- 
able to  a company  of  that  kind. 

Then  there  is  another  company  which  I incorporated  some  months  ago  for 
clients  in  New  York.  The  reason  why  they  wished  to  come  under  the  Dominion 
Companies  Act  was  that  the  previous  company  was  incorporated  in  New  Jersey, 
and  they  had  the  idea  of  amalgamating  with  another  incorporation,  and  under 
the  laws  of  New  Jersey  they  could  not  go  through  those  amalgamation  pro- 
ceedings so  conveniently  as  if  they  incorporated  in  Canada,  under  a Canadian 
company.  That  company  is  a private  company,  with  only  30  or  40  shareholders, 
and  its  investments  are  largely  confined  to  public  utilities.  Now,  if  this  Bill 
passes 'that  company  will  have  to  diversify  its  investments.  Of  course  that 
won’t  happen;  the  company  will  go  away,  and  what  will  happen  will  be  that 
no  such  company  as  that  will  come  to  Canada  for  that  purpose  in  the  future, 
and  this  country  will  lose  considerable  revenue  from  incorporation  fees  pay- 
able to  the  Department  of  the  Secretary  of  State,  amounting  to  a very  consider- 
able sum  from  those  companies,  and  the  annual  fee  payable  upon  the  filing  of 
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the  annual  return  to  the  Secretary  of  State;  and  then  the  province  of  Quebec 
receives  a considerable  revenue  from  these  companies  by  the  way  of  annual  tax 
on  capital. 

It  is  impossible  to  conceive  that  those  gentlemen,  who  have  the  option  of 
coming  here  or  going  to  Bermuda  or  going  to  Mexico  or  Cuba,  if  they  have  under 
this  Act  to  get  a special  Act  of  Parliament  and  go  to  the  expense  thereby 
involved,  and  then,  after  they  have  done  that,  if  they  have  to  diversify  their 
investments  and  submit  to  the  Superintendent  of  Insurance — those  Americans 
who  have  nothing  to  do  with  Canada,  whose  investments  are  all  in  the  United 
States,  who  have  never  made  a public  offering  in  Canada — if  they  have  to  sub- 
mit themselves  under  this  Bill  to  a Department  of  the  Treasury,  why,  they  will 
not  come  here,  that  is  all,  and  the  Committee  can  well  understand  why. 

There  is  another  company  I am  in  course  of  organizing  for  some  American 
and  European  interests,  with  the  idea  of  investing  principally,  almost  entirely, 
in  the  shares  of  European  insurance  companies  and  banks.  The  reason  why 
those  people  come  here  is  because,  as  I say,  English  capital  and  American 
capital  are  both  involved,  and  Canada  is  a very  convenient  sort  of  half-way 
house  between  the  two.  If  those  people  have  to  go  to  the  trouble  of  having 
a special  Bill  put  through  Parliament  they  will  not  go.  Furthermore,  the  very 
name  of  the  company  implies  that  it  is  going  to  confine  itself  to  investment  in 
insurance  shares,  which  makes  it  nugatory  to  attempt  to  apply  the  provisions 
of  this  Bill  to  it  and  to  make  it  confine  its  investments  to  such  and  such  a class 
of  interest,  and  10  per  cent  to  such  another,  and  so  on. 

There  are  numerous  other  classes  of  private  investment  companies  which 
never  make  public  offerings  in  this  country,  and  never  have  and  never  will  make 
public  offerings  to  which  this  Bill  would  apply  if  it  were  passed.  There  is  one 
class  of  company  that  1 might  mention,  and  that  is  an  investment  company 
incorporated  by  an  individual  here,  a wealthy  Canadian  who  is  perhaps  owner 
of  a great  number  of  shares  and  securities  in  the  United  States  and  various 
countries.  Upon  his  death,  if  his  name  appears  personally  as  the  owner  of  those 
shares  and  securities,  his  estate  will  be  liable  to  pay  succession  duties  perhaps 
in  half  the  States  of  the  Union  as  well  as  in  Canada.  Well,  it  is  a very  common 
practice,  and  I do  not  think  it  is  at  all  one  that  should  be  discouraged,  for  that 
Canadian  individual  to  incorporate  an  investment  company  here,  to  whom  he 
turns  over  those  securities.  He  continues  to  pay  succession  duties  in  the  prov- 
ince in  Canada  in  wdiich  he  resided,  because  that  is  not  affected  in  any  way, 
but  the  effect  is  that  his  estate  avoids  paying  succession  duties  in  all  those  other 
countries.  That  would  be  impossible  if  this  Bill  passed. 

I just  wished  to  go  into  a little  more  detail  than  the  gentleman  who  pre- 
ceded me,  and  give  to  the  Committee  a few  examples  of  the  way  this  Bill  would 
work  in  practice  if  it  is  passed. 

The  Chairman:  Any  questions,  gentlemen?  I think  you,  Mr.  Hugessen. 

The  Chairman:  The  next  speaker  is  Mr.  A.  W.  Roebuck,  President  of  the 
Diversified  Investment  Trust,  Limited,  of  Toronto. 

Mr.  A.  W.  Roebuck:  Mr.  Chairman,  I do  not  know,  representing  the  par- 

ticular institution  it  is  my  duty  to  appear  before  you  to-day  to  represent,  that 
I will  say  quite  so  many  or  so  severe  things  against  this  Bill  as  those  who  have 
preceded  me,  because  I think  that  the  institution  I represent  is  the  type  of  insti- 
tution which  the  drafter  of  this  Bill  had  in  mind  when  it  was  drawn.  It  is  an 
investment  trust,  under  that  name,  incorporated  about  one  and  a half  years 
ago,  and  which  diversifies  along  the  lines,  evidently,  of  the  drafter  of  this  Bill. 

I say  I would  not  attack  it  quite  so  strenuously  as  the  others  from  the 
standpoint  of  the  company  that  I represent,  but  I think  I would  attack  it  equally 
strongly  from  the  standpoint  of  the  industry  at  large.  The  company  that  I 
represent  has  restricted  its  investments,  as  has  been  suggested  by  a number 
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of  other  speakers,  but  it  has  been  on  a different  principle  from  that  evidently- 
aimed  at  in  this  Bill.  The  restrictions  have  been  for  the  purpose  of  diversifying, 
not  with  the  idea  of  substituting  some  stereotyped  rule  of  investment  for  the 
wisdom  of  the  directors  and  investment  officials. 

Let  me  point  out  that  our  company  requires  that  there  shall  be  $150 
behind  each  $100  of  bond  investment,  because  bonded  investment  rests  prim- 
arily upon  physical  assets.  But  it  makes  no  such  provision  with  regard  to  com- 
mon stock,  because  naturally  it  is  the  earning  power  of  the  company  that  is 
considered  in  that  case.  Now,  those  are  the  only  restrictions  so  far  as  the  quality 
of  the  investment  is  concerned.  The  balance  of  the  problem  of  quality  is  left 
to  the  wisdom  of  the  investor,  and  I submit  that  it  is  utterly  impossible  to  sub- 
stitute the  wisdom  of  lawmakers  and  the  drawers  of  Bills  for  those  who  are 
doing  the  active  work  of  investing. 

This  Bill  proposes  to  say  to  us,  “ You  shall  invest  in  a company  that  has 
paid  dividends  for  the  last  seven  years  at  the  rate  of  4 per  cent.”  Now,  I think 
we  can  go  on  operating,  and  comply  with  that  regulation.  We  can  in  the  par- 
ticular institution  that  I represent.  But  I say  that  it  will  hamper  our  opera- 
tions. The  investments  that  we  have  made  and  that  we  hope  to  make  are  along 
the  lines  contemplated  by  the  person  who  drew  that  paragraph,  but  the  para- 
graph is  arbitrary,  not  based  on  good  principles,  and  the  result  would  be  that 
many  good  companies  in  which  we  might  invest  would  be  excluded  from  our 
field.  Our  portfolio  manager  is  here  and  can  give  a number  of  illustrations  to 
show  how  we  would  be  prevented  from  investing  in  the  securities  of  many  good 
companies  which  are  not  paying  dividends,  while  we  would  be  able  to  invest  in 
the  securities  of  other  companies  that  are  not  as  good  but  that  have  paid  divi- 
dends for  seven  years.  The  payment  of  dividends  is  not  a criterion  as  to  the 
soundness  of  a company’s  securities.  1 

Hon.  Mr.  Webster:  Is  it  a fact  that  many  companies  have  impaired  their 
assets  by  paying  dividends? 

Mr.  Roebuck:  Quite  so,  sir.  As  a matter  of  fact,  any  company  is  poorer 
to  the  extent  to  which  it  pays  dividends.  The  criterion  as  to  the  soundness  of  a 
company  is  its  earning  power,  how  much  it  writes  off  for  depreciation,  and — 

Hon.  Mr.  Laird:  Is  it  poorer  if  its  earning  powers  justify  the  dividends? 

Mr.  Roebuck:  Yes,  it  is  poorer  dollar  for  dollar  that  it  pays  out  in  dividends 
than  it  would  be  if  it  used  the  money  to  improve  its  assets. 

I wish  to  commend  the  Committee,  not  to  criticize  it,  for  the  efforts  which 
it  has  put  into  this  Bill.  But  the  Bill  looks  to  me  to  be  somewhat  immature, 
and  a worse  feature  than  its  immaturity  is  the  apparent  attempt  to  lay  burdens 
upon  those  who  are  carrying  on  the  business. 

As  I say,  this  company  can  continue  its  operations  with  this  Bill  in  force, 
but  this  company  has  undertaken  the  organization  of  a very  considerable  and 
very  extensive  analytical  system.  It  costs  money,  it  is  true,  but  we  think  the 
time  is  rapidly  approaching  wh§n  our  investment  service  can  be  used  by  other 
companies  as  well  as  the  one  which  now  uses  it.  Like  Mr.  Meighen,  we  hope  to 
organize  other  companies,  but  this  Bill  says  that  we  cannot  organize  a company 
unless  we  have  $250,000  capital  subscribed  and  $100,000  paid  in  over  and  above 
all  liabilities.  Now,  it  may  be,  and  I think  it  is  likely,  that  we  shall  desire  to 
organize  some  small  companies  for  special  purposes  in  limited  fields,  companies 
specially  adapted  to  some  particular  field  in  question,  and  to  give  to  such 
companies  the  general  services  of  investment.  A large  concern  is  able  to  afford 
it,  but  it  is  out  of  the  question  for  smaller  companies  if  that  regulation  passes. 

Under  the  Bill  a burden  is  laid  on  the  directors  who  make  mistakes  and  in 
some  way  invest  in  securities  not  authorized  by  the  Bill  or,  I presume,  by  their 
charter — that  is,  if  they  make  a mistake  as  to  a question  of  fact — in  that  they 
shall  be  personally  liable  for  any  losses  that  are  incurred.  In  criticizing  this,  I 
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am  not  speaking  particularly  for  the  directors,  although  I am  one  and  would  be 
liable  to  such  burden,  in  the  event  of  such  a mistake  by  my  company;  but  I think 
that  thought  is  immature,  and  that  juist  a little  of  that  kind  of  thing  will  make 
it  about  as  dangerous  to  take  care  of  public  money  as  it  is  to  carry  dynamite  in 
one’s  clothes.  The  most  that  can  be  asked  of  any  director  is  that  he  shall  not 
be  negligent  in  his  work.  If  he  is  blameless  in  that  respect,  he  should  not  be  put 
in  the  dangerous  position  that  the  Bill  stipulates. 

The  restrictions  in  our  charter  were  satisfactory  to  our  shareholders,  and 
they  signified  it  by  paying  their  money  into  our  hands.  The  added  restrictions 
in  this  Bill  would  cut  directly  across  what  they  have  approved,  and  would  impose 
unnecessary  impediments  without  any  resulting  beneficial  effect. 

As  I have  said,  our  portfolio  manager  would  like  to  give  you  some  illustra- 
tions of  how  good  companies  would  be  excluded  and  poor  companies  would  be 
included,  under  the  proposed  regulations.  You  should  not  attempt  to  cramp  the 
genius  of  those  engaged  in  this  business,  for  there  is  just  as  much  scope  and  field 
required  for  this  class  of  company  in  speculative  investment  as  there  is  in  trust 
company  investment.  I think  you  can  disabuse  your  minds  of  any  impending 
disaster  in  connection  with  these  companies. 

If  I went  out,  as  Mr.  Stairs  has  pointed  out,  and  asked  some  people  to 
subscribe  to  a mining  venture,  I would  put  all  the  funds  that  they  put  into  my 
hands  into  a hole,  and  if  that  hole  did  not  have  metal  at  the  bottom  of  it  they 
would  lose  every  cent  they  entrusted  to  me.  If  I went  into  a trading  institution, 
with  every  dollar  that  they  put  into  my  hands  I would  probably  buy  goods  that 
could  be  sold  for  $2,  but  if  I could  not  sell  the  goods,  or  if  I could  not  sell  them 
at  a profit,  the  money  would  be  lost, — or  at  least  a portion  of  it  would.  But  this 
could  not  be  the  case  where  people  invest  in  the  shares  of  an  investment  trust, 
because  with  any  reasonable  diversification  no  grand  disaster  can  overtake  us. 
We  may  lose  on  one  or  two'  investments,  and  in  a wild  crash  of  some  kind  our 
securities  may  go  down,  but  the  earning  power  is  still  there,  and  the  very  worst 
that  could  happen  is  that  we  may  have  to  suspend  our  dividends  till  we  have 
made  up  some  of  our  depreciation.  But  it  is  impossible  to  go  into  bankruptcy 
so  long  as  ordinarily  reasonable  care  is  used.  On  the  other  hand,  the  general 
advance  in  business  in  Canada  during  the  last  generation  or  more,  and  the  pros- 
pect that’  business  and  industry  not  only  in  Canada  but  all  over  America  will 
continue  to  advance,  are  such  that  investment  companies  have  only  , to  be  honest, 
reasonably  intelligent  in  the  selection  of  their  investments,  and  reasonably  con- 
servative— but  you  cannot  impose  the  conservatism — in  the  choice  of  their  invest- 
ments, and  the  growth  of  the  companies,  with  resultant  profits,  is  certain.  There 
is  no  need  to  fear  disaster  for  these  investment  companies  any  more  than  for 
commercial  or  manufacturing  organizations. 

Hon.  Mr.  McLennan:  Didn’t  the  British  investment  trusts,  after  having  - 
had  a great  deal  of  success,  suffer  a slump  and  go  through  a very  bad  period? 

Mr.  Roebuck:  I suppose,  sir,  they  have  had  a number  of  slumps,  and  so 
will  we;  but  the  point  I would  like  to  make  to 'you,  sir,  is  that  notwithstanding 
the  slumps  through  which  the  British  investment  trusts  have  gone  from  time  to 
time,  they  have  remained  in  business  and  have  proven  popular  with  investors, 
have  retained  their  popularity. 

Hon.  Mr.  McLennan:  Did  not  some  of  them  go  out  of  business? 

Mr.  Roebuck:  I am  afraid  the  subject  is  a little  bigger  than  I can  handle, 
as  far  as  that  question  is  concerned.  As  I say,  we  have  been  actively  engaged 
in  investing  funds  in  this  way  for  about  one  year,  and  in  that  time  we  have  got 
a good  deal  of  business.  But  the  industry  is  new  in  Canada.  We  have  been 
watching  the  British  methods  and  following  them  as  closely  as  we  can,  but  I 
have  no  information  that  some  of  the  British  companies  went  out  of  business; 
there  was  no  reference  to  that  in  any  of  the  literature  I have  read  about  them. 
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Hon.  Mr.  McLennan:  It  was  some  thirty  years  ago — I did  not  mean 
lately. 

Mr.  Roebuck:  Perhaps  thirty  years  ago,  but  for  the  last  twenty-five  or 
thirty  years  I do  not  think  there  has  been  any  trouble  in  that  regard. 

Mr.  Frank  B.  Common,  K.C.,  Montreal:  Mr.  Chairman  and  gentle- 

men, this  meeting  has  been  devoted  to  inquiry  in  respect  to  this  subject.  The 
business  has  grown  to  such  proportions  that  it  is  proper  that  we  should  conduct 
investigation  as  to  what  action,  if  any,  should  be  taken.  I feel  that  this  inquiry 
has  been  quite  comprehensive,  and  that  the  more  important  points  have  been 
very  clearly  brought  out;  and  I do  not  consider  it  necessary  to  review  or 
emphasize  them. 

I would  particularly  mention  that  we  should  not  lose  sight  of  the  fact  that 
this  is  an  inquiry  with  respect  to  investment  trusts,  as  different  people  under- 
stand them  in  different  ways,  and  that  therefore  any  action  that  is  taken  should 
be  confined  to  investment  trusts,  and  that  the  very  wide  variety  and  large 
number  of  other  companies  doing  investment  business,  but  who  do  not  come 
under  the  classification  of  investment  trusts,  should  be  excluded.  They  are  not 
excluded  at  the  present  time  under  the  Bill. 

I would  like  to  bring  out  this  thought:  The  investment  trust  is  an  institu- 
tion that  is  the  result  of  evolution.  It  started  with  the  idea  of  pooling  the 
investments  of  different  investors,  placing  their  money  in  the  hands  of  people 
who,  perhaps,  had  greater  experience  and  judgment  in  the  selection  of  invest- 
ments than  the  larger  number  of  shareholders  of  the  company.  When  the  idea 
was  first  introduced  diversification  was  established  by  the  companies  them- 
selves as  a policy  that  would  give  the  maximum  of  protection.  But  they  were 
feeling  their  way,  and  as  they  get  more  experience  in  the  matter  of  pooling 
investments  and  became  more  expert  judges  of  the  soundness  of  securities,  cer- 
tain restrictions  came  to  be  recognized  by  many  people  as  not  necessary,  and, 
in  fact,  as  very  seriously  impeding  progress.  Therefore,  the  idea  of  diversifica- 
tion among  many  industries  has  by  a large  number  of  companies  been  aban- 
doned, and  this  policy  has  been  followed  by  one  of  specialization  in  some  indus- 
try, such  as  tea,  rubber,  public  utilities,  and  any  other  big  branch  of  industry. 
I might  cite,  as  a rather  interesting  example,  a company  which  I have  just 
incorporated,  a whaling  industry  investment  trust,  a company  under  control  in 
Norway,  carrying  on  whaling  operations  exclusively  in  the  Antarctic  regions, 
financed  in  London,  and  incorporated  in  Canada.  If  we  applied  the  principle 
of  diversification  and  required  that  the  people  running  this  company  should 
invest  in  bank  shares  and  railway  shares  and  insurance  shares  and  Government 
bonds,  and  so  forth,  I venture  to  say  that  nobody  would  place  their  money  in 
the  hands  of  an  expert  whaler  for  the  purpose  of  investment  in  other  fields. 

Not  only  has  there  been  a specialization  in  certain  lines  of  industry,  but 
now  we  have  investment  companies  specializing  in  geographical  areas,  and  the 
people  controlling  these  companies  have  special  knowledge  of  the  areas.  And 
we  have  certain  companies  that  are  coming  out  now  which  are  formed  for  the 
purpose  of  securing  profits  on  capital  appreciation. 

As  a result  of  evolution  during  the  last  twenty  or  thirty  years,  the  term 
“ investment  trust  ” now  includes  a wide  variety  of  institutions.  And  none  of 
us  know  what  it  may  include  in  two,  three,  or  ten  years  from  now.  Therefore 
it  would  appear  that  whatever  policy  is  adopted  in  regard  to  new  regulations 
for  these  companies,  should  permit  of  sufficient  discretion  being  used  so  that 
there  should  be  included  under  the  classification  of  investment  trusts  whatever 
according  to  sound  business  is  accepted  as  such;  and  that  our  Canadian  Com- 
panies Act,  or  any  other  Act  that  we  may  adopt,  should  provide  for  the  facility 
of  operation  of  these  institutions  without  undue  restraint. 
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The  question  has  been  asked  as  to  what  may  be  suggested  as  a degree  of 
regulation  or  proper  supervision.  In  our  discussion  a few  days  ago  of  the  proposed 
amendment  to  the  Companies  Act,  certain  features  of  that  Act  were  emphasized. 
I do  not  recall  that  there  was  any  special  consideration  of  the  section  which 
it  was  proposed  to  embody  applying  to  companies  which  would  use  the  words 
“investment  trust/’  and  I would  suggest  for  consideration  that  we  examine  that 
section  at  the  proper  time  with  a view  to  seeing  whether  or  not  it  does  properly 
cover  the  situation.  At  the  present  time  no  one  can  incorporate  under  the 
Companies  Act  with  the  word  “investment  trust”  in  the  name,  unless  the  Secre- 
tary of  State  should  consider  than  company  properly  comes  under  such  a classi- 
fication. 

Furthermore,  the  Secretary  of  State,  having  it  in  his  discretion  to  grant  or 
withhold  permission  to  use  the  name,  is  entitled  to  see  that  such  restrictions  as 
are  appropriate  to  the  particular  company  are  in  its  charter.  Three  or  four 
years  ago  the  Secretary  of  State  may  have  required  a certain  type  of  restriction 
which  he  would  not  deem  necessary  to-day,  and  as  time  goes  on  other  restrictions 
will  be  required-  If  the  amendment  is  adopted,  and  as  the  Act  will  give  the 
Secretary  of  State,  if  the  amendment  goes  through,  power  to  investigate  these 
companies  and  see  that  the  restrictions  are  being  complied  with,  he  will  have 
the  right  to  have  the  company  wound  up  if  they  are  not  complying  with  the 
restrictions.  It  would  appear  to  me,  gentlemen,  that  a regulation  of  that  kind 
which  is  under  consideration  in  our  amendment  to  the  Companies  Act  would 
adequately  govern  the  situation  here,  and  much  more  suitably.  That  would 
leave  the  matter  to  the  discretion  of  the  Secretary  of  State.  It  is  properly  a 
company  matter.  Investment  trust  companies  are  not  so  distinct  from  other 
companies  that  they  require  special  legislation.  The  Secretary  of  State  keeps 
fully  informed  as  to  what  kind  of  corporate  organizations  are  required,  and  I 
feel  that  we  are  safe  if  we  leave  to  him  the  discretion  as  to  when  it  is  proper 
to  grant  or  to  withhold  the  right  to  use  the  term  “investment  trust”  and  as  to 
what  restrictions  are  appropriate  for  insertion,  according  to  the  particular*  cir- 
cumstances put  before  him  and  according  to  the  practice  with  respect  to  invest- 
ment trusts  from  time  to  time. 

Hon.  Mr.  Webster:  Do  you  think  this  Bill  would  keep  fresh  capital  out  of 
the  country? 

Mr.  Common:  If  this  Bill  becomes  law,  before  the  first  annual  meeting 

of  that  company  is  held,  steps  will  have  to  be  taken  to  wind  it  up,  and  at  the 
first  annual  meeting  the  directors  will  have  to  go  to  their  shareholders  in  Eng- 
land and  on  the  continent,  and  sav,  “We  are  sorry,  but  owing  to  a radical  change 
in  the  Company  laws  of  Canada  we  find  we  cannot  carry  on  there.” 

Hon.  Mr.  Webster:  What  is  the  reputation  of  Canada  to-day  in  Belgium, 

say,  in  regard  to  investments? 

Mr-  Common:  I may  say,  gentlemen,  it  is  only  those  who  carry  on  business 
exclusively  in  the  incorporation  of  companies,  and  who  contact  with  those 
foreign  interests,  who  are  aware  of  the  way  in  which  Canada  is  regarded  by 
foreign  investors,  and  of  the  splendid  advertising  Canada  is  getting.  Business 
is  now  international.  People  in  Belgium  are  doing  business  in  South  America, 
people  in  Norway  are  doing  business  in  the  Antarctic  regions,  and  so  forth  and 
so  on,  and  holding  companies  are  coming  more  and  more  into  vogue.  It  is 
therefore  necessary  that  those  foreign  investments  should  be  centralized  in  some 
country  which  has 'stable  laws  and  whose  financial  condition  and  governmental 
policy  is  sound.  I have  been  present  at  meetings  on  the  continent,  in  Belgium, 
where  there  were  between  2,000  and  3,500  people  present,  and  have  heard 
addresses  delivered  to  those  people  by  members  of  the  stock  exchange,  along 
thin  line:  “Gentlemen,  what  we  are  particularly  considering  to-day  is  a holding 


BANKING  AND  COMMERCE 


69 


company  doing  business  in  different  parts  of  the  world,  and  the  question  is 
where  the  holding  company  should  be  located.  Owing  to  unstable  financial 
conditions  affecting  some  of  the  governments  of  Europe,  it  would  seem  desirable 
that  this  capital  asset  which  is  distributed  over  distant  sections  of  the  world 
should  be  located  in  a country  with  a reasonable  taxation  policy,  whose  govern- 
ment only  collects  such  money  as  is  necessary  to  the  carrying  on  of  government 
of  the  country,  and  is  reasonably  free  from  any  growing  radical  spirit  that  may 
suggest  capital  taxes."  And  I have  heard  Canada  strongly  recommended  for 
that  purpose,  as  a country  offering  the  protection  of  the  British  flag  with  all  the 
guarantees  of  private  rights  that  is  supposed  to  carry  ; a country  with  up-to-date 
company  laws;  a country  which  is  free  from  that  radical  spirit  which  all  sound 
investors  necessarily  feel  called  upon  to  take  into  consideration.  I speak  of 
that  as  one  instance,  but  I can  tell  you  that  my  confreres  and  myself  are  in 
touch  with  lawyers  and  bankers  in  all  the  large  financial  centres  of 'the  world, 
and  this  consideration — protecting  the  foreign  investors — is  an  inducement  to 
locate  companies  in  Canada. 

While  we  may  say  these  companies  do  not  bring  a tremendous  advantage 
to  Canada  immediately,  one  thing  is  certain,  and  that  is  that  Canada  is  becom- 
ing known  to  foreign  capital.  What  Canada  needs  now  is  capital  and  immi- 
gration. As.  to  the  capital  situation,  there  is  abundant  capital  in  the  different 
countries  of  the  world,  most  of  which  is  not  acquainted  with  Canada.  If  we 
can  make  it  acquainted  with  Canada  by  proper  means  it  seem  inevitable,  through 
this  foreign  capital  becoming  familiar  with  Canada,  that  we  will  receive  a 
benefit.  Some  of  it  will  eventually  find  its  way  into  the  development  of  Canadian 
industry,  and  for  that  reason  as  well  as  for  others  which  have  been  mentioned, 
It  would  seem  very  important  that  we  should  carefully  watch  any  change  of  our 
company  or  taxation  laws  in  order  that  the  movement  that  is  now  under  way, 
and  that  is  substantial,  should  not  be  discouraged  but  if  anything  should  be  en- 
couraged. I thank  you,  gentlemen. 

The  Committee  adjourned  to  meet  after  the  sitting  of  the  Senate. 

The  Committee  resumed  at  5 p.m. 

The  Chairman:  When  we  adjourned  we  were  dealing  with  Bill  V-3, 
respecting  Investment  Companies.  Are  there  any  other  gentlemen  who  would 
like  to  be  heard  on  this  Bill? 

Mr.  John  Appleton  : I represent  the  Dominion  Mortgage  and  Invest- 
ments Association.  That  association  includes  the  preponderance  of  the  trust 
companies  doing  business  in  Canada. 

Hon.  Mr.  Dandurand:  You  mean  the  old  line  trust  companies. 

Mr.  Appleton:  Yes.  The  speakers  who  addressed  you  this  morning  used, 
quite  frequently,  the  term  “trust”  when  they  were  referring  to  what  is  known 
as  the  investment  trust  company.  I merely  want  to  refer  to  that  to  illustrate 
the  confusion  which  arises  from  the  use  of  the  term  “investment  trust”  when 
applied  to  companies  who  do  not  do  a trustee  business,  but  who  do  merely  an 
investment  business.  Mr.  Stairs,  this  morning,  referred  to  the  Royal  Trust 
Company  as  having  protested  against  the  use  of  the  term  “trust”  in  the  titles 
of  investment  trust  companies,  and  left  the  impression  that  that  particular 
company  was  not  now  concerned  with  respect  to  the  use  of  that  word  on  the 
titles  of  investment  trust  companies.  I might  point  out,  Mr.  Chairman,  that 
Mr.  Jellett,  the  general  manager  of  the  Royal  Trust  company,  is  president  of 
the  Dominion  Mortgage  Investments  association. 

The  Chairman  : I do  not  think  there  is  anything  in  this  Bill  under  discussion 
regarding  changing  the  name. 
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Mr.  Appleton:  What  I want  to  do  is  this,  to  impress  upon  the  committee 
what  we  regard  as  being  very  important;  that  is,  the  elimination  of  the  word 
“ trust”  from  the  title  of  investment  companies.  We  think  that  the  word 
“ trust  ” should  be  reserved  for  the  use  of  those  companies  which  exercise  trustee 
powers. 

The  first  trust  companies  were  organized  in  Canada  about  fifty  years  ago, 
and  they  have  done  a great  work  in  building  up  their  companies  and  accentuat- 
ing the  idea  that  a trust  company  was  one  which  exercised  trustee  powers — acted 
As  administrator  and  executor;  and,  as  a result,  the  public  in  Canada  have  come 
to  realize  that  any  company  with  the'  word  “ trust  ” in  it  is  a trustee  company. 
We  want  to  preserve  that  status  for  trust  companies.  We  are  not  interested  in 
other  portions  of  the  bill.  I have  no  instructions  from  the  association  to  discuss 
with  the  committee  the  other  sections  of  the  bill — just  that  part  with  respect  to 
the  use  of  the  word  “ trust  ” and  “ trusts  If  the  Companies  Act  is  amended, 
or  if  a new  bill  goes  through,  the  trust  companies  would  like  the  committee  to 
provide  that  the  word  “ trust  ” shall  be  applied  only  to  those  companies  which 
exercise  trustee  powers.  If  the  word  11  trust  ” is  used,  then  the  company  using 
the  word  “ trust  ” in  its  title  should  be  subjected  to  inspection,  and  subjected  to 
the  regulations  required  in  reports  identical  with  the  reports  which  trust  com- 
panies have  to  make  at  the  present  time. 

Hon.  Mr.  Willoughby:  Might  I ask  if  they  have  any  trouble  in  England 
in  connection  with  this  matter? 

Mr.  Appleton:  In  England  I do  not  know  of  a.  company  that  uses  the 
word  “ trust  ” company  that  exercises  trustee  powers.  We  have'  had  confusion 
arising  in  Canada  since  the  first  investment  trust  company  was  incorporated,  I 
think  in  the  latter  part  of  1926.  Our  clientelle  in  Canada  is  very  large.  As  the 
assets  of  the  company  aggregate  two  million  dollars,  our  clients  come  to  us,  and 
usually  say  they  have  invested  in  another  trust  company;  and  that  misappre- 
hension and  misconception  was  very,  very  general.  In  consequence  of  that,  a 
deputation  headed  by  Mr.  Jelleth,  of  the  Royal  Trust  Company,  waited  upon 
Hon.  Mr.  Rinfret,  Secretary  of  State,  and  the  Minister  of  Finance,  and  asked 
that  the  Secretary  of  State  issue  no  more  charters  to  so-called  investment  trusts 
with  the  word  “ trust  ” in  them;  and  we  left  with  the  impression  that  no  more 
charters  would  be  issued  with  that  word  in  them.  Our  action  was  taken  merely 
to  remove  the  confusion  which  existed  in  the  public  mind. 

Hon.  Mr.  Willoughby:  Do  they  use  the  words  u investment  trust  ” in  the 
old  country  ? 

Mr.  Appleton:  No.  There  is  no  regulation  providing  as  to  titles  that  I 
know  of  in  England. 

, Hon.  Mr.  Murphy:  Do  they  use  the  term? 

Mr.  Appleton  : They  use  the  words  “ investment  trust  ” in  England,  but 
there  are  a large  number  of  companies  which  do  precisely  the  same  business 
which  do  not  use  the  words  “ investment  trusts  ”. 

Hon,  Mr.  Willoughby:  It  is  used? 

Mr.  Appleton:  Yes, 

Hon.  Mr.  Haydon:  What  do  the  others  use? 

Mr.  Appleton:  Stocks  and  Shares — Rubber  Share's  Limited. 

Hon.  Mr.  Haydon:  Share  companies. 

Mr.  Appleton:  Share  companies.  In  the  United  States,  the  great  majority 
of  investment  trusts  do  not  use  the  word  “ trust  ” or  “ investment  ”,  and,  in 
Ontario,  a large  number  of  investment  trusts  have'  been  incorporated,  but  the 
Ontario  statute  forbids  the  use  of  the  word  “ trust  ” in  the  titles.  Nevertheless, 
they  are  being  incorporated,  and  without  the  use  of  the  word  “ trust  ”. 
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In  Quebec,  there  is  a similar  regulation;  and  our  attention,  in  1927,  was 
called  by  the  department  to  the  fact  that  charters  were  issued  by  the  Dominion 
Government  with  the  word  “trust”  in  them,  and  a good  many  of  the  applicants 
themselves  made  application  to  use  the  words  “ investment  trust  ” and  thev 
were  accommodated  by  the  Secretary  of  State. 

Hon.  Mr.  Murphy:  I was  going  to  ask  you  whether,  in  the  case  of  people 
who  said  they  had  invested  in  investment  trusts,  and  when  they  were  informed 
by  your  company  in  the  matter- — whether  they  withdrew  their  investments? 

Mr.  Appleton:  I cannot  answer  that  specifically;  but  we  have  to  explain 
to  them  the  difference, 

Hon.  Mr.  Murphy:  That  is  what  I want  to  get  at.  To  what  extent  does 
the  confusion  and  misapprehension  apply? 

Mr.  Appleton:  Very  genererally.  Our  clientelle 

Hon.  Mr.  Murphy:  After  they  found  out  the  difference  between  the  two 
companies,  did  they  then  withdraw  from  the  company.  From  your  statement  it 
would  appear  they  had  invested  under  a misapprehension. 

Mr.  Appleton:  They  had  invested  in  the  investment  trust  company  under 
a misapprehension.  They  had  invested  in  the  investment  trust  company  under 
the  belief  that  it  was  a trust  company ; and  I think  it  was  a very  natural  mis- 
take they  were  making. 

Hon.  Mr.  Murphy:  They  did  not  do  anything  further  as  far  as  you  know, 
after  the  explanation  was  given? 

Mr.  Appleton:  No.  Trust  companies  are  very  particular  in  instructing, 
because,  naturally,  they  are  consulted  by  a very  large  number  of  investors  in 
the  Dominion.  That  explanation  was  necessary,  although  it  should  not  be 
necessary.  That  is  the  only  question  we  desire  to  bring  to  the  attention  of  the 
committee — the  desirability  of  eliminating  the  word  “ trust  ” from  the  title 
of  so-called  investment  trust  companies  or  investment  companies. 

Hon.  Mr.  McGuire:  Are  there  companies  in  England  which  act  solely  as 
executors,  known  as  trust  companies? 

Mr.  Appleton:  I do  not  know  of  one.  There  is  the  public  trustee;  that 
is  all.  I might  add  that  in  the  United  States  the  trust  company  powers  of  the 
banks  are  very  very  minutely  defined  by  state  legislation. 

The  Chairman:  If  there  are  any  other  gentlemen  who  wish  to  speak 
before  the  committee,  I would  ask  them  to  confine  themselves  to  the  subject, 

Mr.  G.  G.  Hyde,  K.C.,  Montreal:  I am  against  the  principle  of  the  Bill, 
because  I see  no  reason  for  any  special  legislation  against  these  investment 
companies.  They  are  purely  investment  companies,  as  I understand  the  com- 
panies that  are  attacked.  Now,  practically  every  company  that  gets  a charter 
or  letters  patent  at  Ottawa  is  given  that  power.  It  is  the  power  under  the 
provisions  of  section  32  of  the  Companies  Act. 

My  special  objection  is  in  connection  with  the  diversified  standard  securi- 
ties of,  let  me  say,  a company  that  got  letters  patent  out  in  1927.  This 
company  is  authorized  as  a trust  company  expressly  by  its  charter  to  purchase 
and  generally  deal  in  various  Standard  Oil  companies  and  their  subsidiaries 
(provided  that  at  no  time  shall  more  than  ten  per  cent  of  the  company’s  invest- 
ments be  placed  in  the  securities  of  any  one  such  company  or  subsidiary) . I 
submit  that  if  that  power  is  taken  away  from  them,  that  the  people  that  they 
sell  their  shares  to  will  be  put  in  a false  position.  The  people  really  have  a 
contract  that  is  made  with  them.  This  contract  will  be  broken,  I submit,  by 
the  action  of  Parliament,  if  this  investment  bill  should  go  through. 

Some  reference  has  been  made  to  the  fact  that  inspection  should  take 
place  by  some  government  official.  Under  the  terms  of  the  provisions  of  the 
Companies  Act,  section  120  and  following,  an  inspection  can  be  made  by  the 
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Secretary  of  State  at  any  time.  I submit  they  can  go  ahead  and  examine  and 
investigate  or  inspect  the  affairs  of  these  companies.  The  auditors  are  required 
to  under  the  Companies  Act.  They  can  make  their  report.  I submit  something 
could  be  added  to  the  provisions  concerning  the  duties  of  auditors  which  would 
require  them  to  state  that  a company  had  interfered  with  any  such  require- 
ments of  its  charter.  I see  no  reason  why  the  investment  companies  should  be 
especially  picked  out  for  investigation  or  special  legislation. 

Hon.  Mr.  Dandurand:  The  committee  may  desire  to  hear  Mr.  Finlayson,. 
and  put  a few  questions  to  him.  He  has  had  considerable  to  do  with  the  draft- 
ing of  this  bill  at  the  request  of  the  committee.  It  may  be  that  he  has  no 
special  statement  to  make,  but  probably  he  would  be  willing  to  answer  questions.. 

The  Chairman:  Mr.  Finlayson  is  here,  and  he  is  able  to  answer  any  ques- 
tions that  may  be  asked  in  connection  with  this  bill. 

Hon.  Mr.  Murphy:  Before  examining  Mr.  Finlayson,  may  I say  that  one 
of  the  gentlemen  who  addressed  the  committee  this  morning  gave  it  as  his- 
considered  opinion  that  this  bill  was  invalid,  and  he  added  that  if  the- Deputy 
Minister  of  Justice  was  brought  before  the  committee  he  would  sustain  that 
opinion.  Now,  if  that  is  the  fact,  would  we  not  be  proceeding  to  no  purpose. 
I bring  that  point  forward  now  to  get  your  opinion  whether  Mr.  Edwards 
should  be  our  next  witness;  and,  if  that  is  agreed  to,  then  why  should  we 
proceed? 

Hon.  Mr.  Dandurand:  Mr.  Finlayson  may  be  in  a position  to  give  some 
data  on  this  question. 

Hon.  Mr.  Murphy:  I have  no  doubt;  but  Mr.  Finlayson  is  not  a lawyer. 

Hon.  Mr.  Dandurand:  I think  he  knows  fairly  well. 

Hon.  Mr.  Murphy:  Well,  let  us  not  loise  sight  of  what  this  other  gentle- 
man said. 

Hon.  Mr.  Dandurand:  We  could  have  Mr.  Edwards  here  at  our  next 
meeting. 

Mr.  G.  D.  Finlayson,  Superintendent  of  Insurance:  Honourable  gentlemen,. 
I may  say  I do  not  want  to  make  any  note  of  discord  to  the  disapproval  that 
is  accorded  this  bill.  I do  not  want  to  apologize  for  the  bill  or  defend  it.  I 
have  been  asked  to  draw  up  a bill  of  this  character,  and  I have  done  so  to 
meet,  so  far  as  I could,  what  I conceived  to  be  the  wish  of  the  committee; 
that  is,  to  have  a separate  bill  dealing  with  this  class  of  company  for  the 
consideration  of  the  committee  and  to  provide  the  centre,  of  discussion  on  this" 
subject.  I was  not  present  at  the  meeting  of  the  committee  at  which  that 
suggestion  was  made,  and  so  I had  to  act  largely  on  the  printed  report  of  the 
proceedings.  It  was  suggested  that  the  bill  should  follow  somewhat  the  same 
lines  as  the  Loan  Companies  Act,  the  Trust  Companies  Act,  and  the  Insurance 
Act;  and,  in  putting  together  this  bill,  as  you  will  see,  I followed  very  largely 
the  Loan  Companies  Act. 

Two  questions  arise.  One  is  apart  from  the  principle  as  to  whether  it  is 
desirable  to  deal  in  this  way  with  this  class  of  company.  Assuming  that  that 
is  admitted,  two  questions  arise:  Should  anything  of  a regulatory  character 

apply  only  to  companies  incorporated  after  this  date,  or  should  an  attempt  be 
made  to  extend  its  application,  in  whole  or  in  part,  to  companies  already  incor- 
porated? That  very  same  question  arose  at  the  time  the  Loan  Companies  Act 
of  1914  and  the  Trust  Companies  Act  of  1914  were  enacted  by  parliament. 
Then,  for  the  first  time,  the  loan  companies  and  the  trust  companies  were  brought 
under  fairly  detailed  supervision,  and  the  policy  was  adopted  then  of  largely 
exempting  existing  companies  from  the  application  of  those  Acts.  There  was  a 
clause  inserted  similar  to  what  is  now  in  the  Companies  Act,  providing  that  the 
Minister  of  Finance  might,  in  exceptional  cases,  order  an  inspection  of  a par- 
ticular company. 
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Those  Acts  remained  unamended  for  approximately  ten  years.  During  that 
period  it  was  well  known  to  ministers  of  Finance,  and  they  have  so  stated,  that 
there  were  companies  that  required  investigation  among  the  loan  companies 
and  the  trust  companies,  but  that,  by  reason  of  the  invidious  nature  of  the  choice 
left  to  them,  they  were  unable  to  order  the  inspection  of  a particular  company, 
because  it  was  felt  that  if  the  company  were  bad,  the  publicity  given  to  this 
single  inspection  would  probably  hasten  its  downfall,  and,  if  it  were  good,  then 
an  injustice  was  done  that  company  by  singling  it  out. 

Hon.  Mr.  Murphy:  When  you  say  “trust,”  do  you  mean  investment  trust 
companies? 

Mr.  Finlayson:  No,  sir;  the  real  trust  company,  the  fiduciary  institution. 

So  much  was  that  so,  that  in  1920  both  those  Acts  were  amended  by  parliament, 
providing  for  a systematic  detailed  inspection  of  all  loan  and  trust  companies 
by  the  government  department. 

Now,  I think  it  was  the  general  opinion  then  that  it  would  have  been  a 
very  good  thing  if  the  substance  of  the  amendment  of  1920  had  been  incorporated 
in  the  original  Acts  of  1914.  There  are  many  people  in  this  country,,  and  some 
in  others,  who  would  have  been  saved  considerable  money  if  that  had  been  done. 
So  that,  in  considering  this  question  now,  it  occurred  to  me  whether  it  might 
not  be  well  to  be  guided  by  our  experience  in  those  cases,  and  to  provide  for  the 
very  much  larger  application  of  this  Act  to  existing  companies  if,  and  only  if 
they  are  operating  under  the  names  which  include  the  word  “ trust,”  and  if  they 
issue  their  debentures  to  the  public. 

The  intention  of  this  bill — it  may  not  be  carried  out — is  that  the  invest- 
ment company  which  is  not  operating  under  the  names  including  the  name 
“ trust  company,”  and  which  is  financing  itself  wholly  by  capital  stock  and  not 
by  debentures  issued  to  the  public,  shall  remain  in  possession  of  practically  the 
same  investment  powers  which  it  enjoys  now  under  the  Companies  Act,  and 
under  the  clause  inserted. 

Now,  I do  not  say  that  is  completely  true;  there  are  exceptions;  but  I think 
it  is  very  generally  true;  and  so  far  as  their  larger  powers  are  concerned — the 
powers  which  they  may  exercise  apart  from  investment — they  remain  in  pos- 
session of  those  in  their  entirety. 

Now,  so  far  as  criticism  of  the  details  of  the  measure  went  this  morning, 
I am  sure  that  those  can  all  be  very  readily  adjusted.  Take,  for  instance,  the 
question  of  the  private  company.  Mr.  Long  was  good  enough  to  write  me  a few 
days  ago  about  that,  and  I advised  him  that  it  was  not  the  intention  that  this 
Act  should  apply  to  incorporated  individuals  or  incorporated  partners  in  issuing 
their  securities  to  the  public.  I have  also  had  some  communications  from  the 
Investment  Bankers’  Association,  and  I have  replied  to  them  in  the  same  way. 
I am  sure  that  the  question  of  the  investment  sections,  which  were  criticized 
this  morning,  can  also  be  adjusted.  The  limitation  on  investments  permitted 
even  to  the  companies  operating  under  the  word  “ trust  ” is  not  so  very  narrow 
as  we  might  have  supposed  this  morning.  It  does  not  exclude  the  Montreal 
Light,  Heat  and  Power  stock.  Insurance  companies  are  investing  to-day — at 
least  they  did  last  year — in  Montreal  Light,  Heat  and  Power  stock.  It  is  per- 
mitted under  this  bill.  There  is  the  limitation  of  four  per  cent,  and  there  is  the 
proviso  which  says  that  any  company  which  pays  a half  million  dollars  in 
dividends  in  any  way,  qualifies  the  stock  in  that  way.  Most  of  the  exceptions 
that  have  been  taken  can  be  explained  in  that  way. 

I am  sure  it  is  not  necessary  for  me  to  deal  with  the  constitutional  aspect 
in  the  presence  of  constitutional  lawyers.  The  same  question  was  argued  before 
committees  of  parliament  in  1927  in  connection  with  the  amendment  to  the 
Loan  Companies  Act.  I think  the  very  same  question  arose  then  that  would 
arise  now.  At  that  time  I presented  to  the  committee  the  written  opinion  of 
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the  Deputy  Minister  of  Justice  who  said,  “It  has  not  been  a serious  question  in 
view  of  the  decisions  of  the  Judicial  Committee,  that  the  enactment  of  the 
provisions  of  49  is  strictly  within  the  legislative  competence  of  the  Parliament 
of  Canada.” 

As  I say,  I,  perhaps,  am  more  conscious  of  the  imperfections  of  this  bill 
than  anyone  else.  I think  the  discussion  this  morning  was  very  enlightening 
and  very  instructive.  I am  quite  sure  that  further  discussion  will  help  in  ironing 
out  a lot  of  the  objections. 

Hon.  Mr.  Mtjrnhy:  I understand  the  Right  Honourable  Mr.  Meighen 
would  like  the  attention  of  the  Committee  for  a moment. 

Hon.  Mr.  Beique:  I would  like  to  say  a word  before  Mr.  Meighen  speaks. 
One  of  the  parties  suggested  that  this  matter  be  dealt  with  by  a special  bill,  and, 
although  I appreciate  the  force  of  the  criticism  we  have  heard  this  morning  and 
heard  the  other  day,  I haven’t  heard  anything  to  change  my  opinion. 

I was  glad  to  hear  the  criticism  this  morning,  and  I am  surp  it  will  be  the 
desire  of  every  member  of  this  Committee  to  see  that,  as  far  as  possible,  we  do 
justice  to  those  criticisms  by  amending  the  draft  bill  which  has  been  prepared. 

I rose  especially  to  read,  with  the  permission  of  the  Committee,  the  opinion 
Which  expresses  very  clearly,  and  more  clearly  than  I could,  the  opinion  which 
I entertain  on  the  question.  It  is  an  opinion  which  was  published  a few  days  ago 
in  the  Montreal  Star.  It  must  have  been  seen  by  a good  many  people.  It  is 
the  opinion  of  Mr.  Babson  who  is  an  American  statistician  of  very  great  reputa- 
tion. Here  is  what  he  says  in  connection  with  these  companies: — 

“The  investment  trust  principle  is  fundamentally  sound,”  says  Roger  W. 
Babson.  “It  is  the  same  principle  that  underlies  the  insurance  business.  The 
insurance  company  spreads  out  its  risks  over  a large  group  of  people  and 
depends  on  the  law  of  averages  to  balance  the  gains  against  the  losses.  The 
investment  trust  spreads  out  its  risk  over  a large  number  of  securities  and 
depends  upon  the  same  law. 

“However,  the  soundest  life  insurance  companies  are  those  which  most 
carefully  select  their  risks,  and  similarly  the  soundest  investment  trusts  are 
those  which  most  carefully  select  the  stocks  or  bonds  that  they  buy.  It  is  only 
logical  that  the  insurance  company  insuring  only  the  healthiest  people  will  be 
in  the  long  run,  the  most  successful.  It  ought  to  be  just  as  hard  for  sick  securi- 
ties to  get  into  the  portfolios  of  the  investment  trusts  as  it  is  for  sick  people 
to  get  life  insurance  with  the  best  people, 

SOME  DANGERS 

“For  the  most  part  the  investment  trusts  seem  to  be  capably  managed  and 
conservatively  conducted.  However,  there  are  unquestionably  a number  of 
so-called  ‘investment  trusts’  that  are  not  more  than  speculative  pools.  The 
primary  purpose  of  the  investment  trust  should  be  investment  and  not  specula- 
tion. This  does  not  mean  that  a trust  must  confine  itself  to  the  purchase  of 
bonds  alone,  although  a good  back-log  of  bonds  is  a fine  thing  to  have,  whether 
held  by  an  investment  trust  or  by  an  individual.  There  are  good1,  sound  divi- 
dend paying  common  stocks  which  have  prospects  of  a growth  in  value  over  a 
term  of  years.  When,  however,  an  ‘investment’  trust  engages  solely  in  the 
business  of  trying  to  make  a quick  profit  in  the  market  and  disregards  dividend 
yield  on  the  securities  bought  it  becomes  a ‘speculation’  trust,  or,  in  other  words, 
merely  an  incorporated  stock  pool.  There  are  examples  of  just  this  thing  to-day. 

“One  striking  illustration  is  an  investment  trust  formed  last  year  to  hold 
only  securities  in  one  of  our  newer  industries.  Its  income  statement  shows  six 
months’  profit  of  fifty  thousand  dollars.  Three-fifths  of  this  amount  came  from 
interest  on  call  loans,  one-fifth  from  interest  on  bank  loans,  and  one-fifth  from 
stock  market  profits  on  securities  bought  and  sold  during  the  year.  None  of  the 
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income  came  from  the  industry  itself.  Trusts  of  this  nature  may  be  perfectly 
legitimate,  but  the  public  should  know  that  it  is  buying  shares  of  a speculative 
enterprise  and  not  an  investment. 

“ Publicity  Desirable. 

“ Unless  investment  trust  popularity  is  to  receive  a distinct  set-back,  and 
its  growth  retarded  by  coming  into  public  disfavour,  there  must  be  full  and 
truthful  details  published  regarding  their  financial  arrangements.  One  case 
has  been  recently  cited  Where  the  promoters  of  the  trust  put  in  only  sixteen  per 
cent  of  the  capital  represented  by  preferred  shares,  and  for  that  sixteen  per 
cent  received  five  per  cent  of  the  common  stock  in  the  form  of  a bonus.  The 
public  put  in  eighty-four  per  cent  of  the  money  by  buying  the  first  preferred 
stock  and  received  a bonus  of  only  twenty-five  per  cent  of  the  common.  In 
other  words,  the  promoters  risked  one  dollar  to  the  public’s  five  dollars,  but  the 
promoters  got  three-fourths  of  the  equity  and  the  public  got  one- fourth.  Such 
abuses  may  be  eliminated  if  the  investment  trust  idea  is  to  continue  popular 
with  the  people  and  enjoy  the  growth  which  it  deserves  on  a properly  conducted 
basis. 

“ Many  Advantages. 

“The  well-managed  investment  trust  with  thoroughly  reliable  sponsorship 
offers  certain  distinct  advantages.  In  the  first  place  it  affords  diversification 
for  many  small  investors  who  are  unable  to  purchase  a widely  enough  diversified 
list  of  securities,  but  who  can  achieve  the  same  purpose  through  purchase  of 
trust  shares.  Second,  it  provides  expert  investment  knowledge  and  management 
not  ordinarily  available  to  the  small  investor.  From  the  standpoint  of  the 
financial  situation  as  a whole  the  investment  trusts  can  and  do  act  as  stabilizing 
influences  during  times  of  violent  market  fluctuations. 

“ Of  course,  the  real  test  of  the  investment  trust  idea  will  come  when  we 
have  a long  continued  decline  in  the  security  markets.  Their  ability  to  with- 
stand temporary  reaction  of  considerable  violence  has  already  been  shown 
during  the  past  month.  It  was  a noticeable  fact  that  the  investment  trust  shares 
as  a group  acted  extremely  well  in  the  recent  market  break.  This,  however,  is 
not  regarded  as  sufficient  test  to  be  conclusive. 

“ How  to  choose. 

“ The  number  of  investment  trusts  has  grown  so  rapidly  in  the  past  year 
that  the  average  investor  is  bewildered  by  them.  He  cannot  tell  which  ones 
merit  his  confidence.  Three-quarters  of  them  originate  in  New  York  state,  and 
at  present  that  state  has  not  regulatory  laws  governing  investment  trusts.  The 
best  the  average  investor  can  do  therefore,  is  to  follow  certain  general  rules. 

“1.  He  should  be  assured  that  the  personnel  of  the  management  has  a good 
business  reputation  and  consists  of  men  with  investment  experience. 

“ 2.  He  should  ascertain  whether  the  officers  and  promoters  have  put  enough 
money  of  their  own  into  the  trust  so  that  they  have  a real  interest  in  seeing  that 
it  is  properly  conducted. 

“ 3.  He  should  know  exactly  what  privileges  have  been  accorded  to  the  pro- 
moters, managers  and  officers,  which  are  not  enjoyed  by  the  outside  investor. 
If  these  are  unreasonable  he  should  avoid  the  shares. 

“4.  He  should  select  only  those  trusts  where  periodic  statements  of  financial 
condition,  income  and  expenses,  and  balance  sheet  are  made  in  detail. 

“ 5.  He  should  assure  himself  that  the  cost  of  the  management  is  not 
excessive,  and  that  the  expense  of  raising  capital  has  not  been  out  of  proportion 
to  the  average  cost  of  financing  sound  trusts  of  this  kind. 

u 6.  He  should  bear  in  mind  that  the  primary  purpose  of  a real  investment 
trust  is  ‘investment’  and  not.  ‘speculation’  Those  trusts  which  make  extravagant 
claims  about  huge  profits  in  a short  time  are  to  be  avoided.” 
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Those  investment  trusts,  I think,  are  insterested  in  this  country;  but  the 
good  opinion  which  this  country  enjoys  has  to  be  preserved,  and  I think  it  is 
our  duty  to  put  our  heads  together  and  try  to  find  the  means,  not  of  embarrassing 
trust  investment  companies  in  their  operations  or  of  preventing  companies  which 
have  been  formed  having  free  action  in  their  legitimite  operation,  but  I think  it 
is  our  duty  to  try  to  find  a means  to  prevent  foreign  capital  or  Canadian  capital 
being  jeopardized  by  people  who  cannot  properly  manage,  or  have  not  the 
temperament  of  character  to  properly  manage  a number  of  these  investment  com- 
panies ivhich  may  be  formed.  I think  the  necessity  also  arises  from  the  fact  that 
there  is  a great  tendency  on  the  part  of  almost  everybody  to  speculate,  and,  as 
stated  in  the  opinion  I have  read,  I think  that  those  investment  trust  com- 
panies are  not  companies  for  speculation.  They  should  be  companies  to  invest 
the  funds  that  are  entrusted  to  them. 

I hope  that  the  members  of  the  committee  will  give  all  the  attention 
deserved,  not  only  to  the  draft  bill,  but  to  the  representations  which  are  made, 
in  order  to  fully  discharge  the  duties  which  are  incumbent  upon  it. 

Rt.  Hon.  Mr.  Meighen:  Honourable  gentlemen,  I am  very  grateful  for 
the  opportunity  to  impose  upon  you  again  in  the  few  words  I have  to  speak. 
I spoke  briefly  in  the  first  instance,  and  I will  try  to  reward  your  kindness  by 
being  very  brief  in  this  instance. 

It  was  with  extreme  pleasure  that  I listened  to  the  words  of  Senator  Beique. 
I will  respect  his  opinion  on  all  occasions,  but  especially  when  it  is  endorsed  by 
so  eminent  an  authority  as  Roger  Babson.  Mr.  Babson  is  a student  of  invest- 
ments of  high  eminence  in  the  world  and  has  given  a great  deal  of  study  to  the 
whole  subject  of  investment  trusts..  In  the  article  read  by  Senator  Beique  be 
gave  evidence  of  that  study. 

It  will  be  observed  that  he  made  a series  of  recommendations  after  his 
exhaustive  study — recommendations  every  one  of  which  I endorse.  But  one 
recommendation  he  did  not  make  was  that  there  be  any  government  interfer- 
ence, or  attempt  to  regulate  and  supervise  industrial  trusts. 

Hon.  Mr.  Dandurand:  But,  he  complained  that  in  New  York  state  there 
is  no  regulation. 

Rt.  Hon.  Mr.  Meighen:  Complained  that  there  is  no  regulation? 

Hon.  Mr.  Dandurand:  Yes. 

Rt.  Hon.  Mr.  Meighen:  Yes,  but  in  his  recommendations  he  does  not  say 
there  should  be.  Furthermore,  what  must  have  been  in  his  mind  in  regard  to 
that  complaint  would  be  this:  regulations  to  the  extent  of  seeing  to  it  that  the 
objectives  that  he  sets  out  in  the  article  are  met.  Now  what  are  they?  The 
objectives,  first  of  all,  are  fidelity  of  management  and  proper  presentation  to 
the  buyer  of  what  he  is  buying.  When  I spoke  first  I made  very  clear  that 
although  we  did  not  like  to  be  singled  out  for  special  treatment,  so  far  as  the 
companies  I represent  are  concerned  we  have  not  the  slightest  objection  to  any 
regulation  of  that  kind;  but  when  regulation  amounts  to  direction  as  to  what 
we  must  invest  in  and  what  we  must  not,  then  we  enter  our  firm,  definite  pro- 
test on  principle  on  every  ground  that  can  be  conceived.  I have  listened  to 
Mr.  Finlayson.  I cannot  help  but  note  that  in  as  far  as  the  principle  of  this 
bill  is  concerned,  in  all  that  has  been  presented  to-day  there  has  been  no  one 
who  has  even  brought  evidence  or  attempted  to  state  that  there  has  been  public 
demand  for  it.  Naturally,  I know  that  the  public  is  not  organized  and  does 
not  send  a representative  as  readily  as  does  a specific  concern;  but  if  there 
were  public  demand,  at  least  the  newspapers  are  read,  and  we  would  see  in  our 
press  indications  of  public  uneasiness.  We  have  not  seen  any.  What  I would 
like  to  answer  chiefly  is  this:  the  aparent  feeling  that  the  investment  trusts  are 
in  a special  field  close  to  the  loan  companies  and  close  to  trust  companies,  or 
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something  akin  to,  and,  therefore,  that  there  should  be  special  legislation  regard- 
ing them  in  order  that  our  reputation  be  protected  through  the  financial  and 
investing  world. 

I am  not  going  to  argue  the  point  over  again;  but  when  the  question  of 
regulating  loan  companies,  and  singling  them  out  so  often  came  before  par- 
liament, being  then  a member,  I took  the  ground  that  there  was  no  cause  for 
such  regulation,  that  it  was  perilous  to  enter  upon  it,  and  that  it  involved  par- 
liament in  a responsibility  which  parliament  should  not  assume — that  is,  regu- 
lation to  the  extent  of  specifying  what  they  should  do  with  their  funds.  They 
do  not  occupy  the  post  of  trustees.  It  is  true  they  are  under  contractual  obli- 
gations as  are  insurance  companies.  Parliament  may  have  felt  that  the  loan 
companies  are  in  a position  to  comply  with  these  contractual  obligations.  They 
are  not  under  the  same  kind  of  contractual  obligations  as  insurance  companies 
or  trust  companies.  But  I do  not  even  go  so  far  as  to  admit  they  are  on  the 
border  line.  I think  they  are  clearly  in  a class  of  companies  along  with  others. 
I do  not  know  that  there  is  particular  objection  on  the  part  of  honest  loan  com- 
panies to  the  Act.  I fancy  it  has  succeeded  pretty  well  in  eliminating  additional 
competition,  arid,  to  that  extent,  they  would  be  very  pleased.  But  here  is  a 
company  that  has  nothing  akin  to  any  of  them  at  all.  There  is  nothing  in  the 
world  to  distinguish  investment  trust  companies  from  any  other  concern  that 
borrows  money.  Nothing  at  all.  For  example,  here  is  an  oil  company  that 
starts  up,  quite  legitimately  we  will  say.  It  says,  “ We  have  a prospect  in 
Turner  valley.  We  have  no  oil.  We  are  selling  our  shares.  We  are  selling  our 
debentures.”  This  parliament  says,  alright.  But  if  another  company  starts  up 
which  gives  the  additional  protection,  which  says,  “We  will  not  ask  our  deben- 
ture holders  or  our  shareholders  to  depend  on  the  prospect  of  a single  area  or  a 
single  company,  but  we  will  surround  them  with  a fortification  and  protection 
of  a diversified  mass  of  selling  securities,”  then  this  parliament  comes  along  and 
says,  “ No;  get  thee  behind  me;  we  will  protect  the  investor  from  that  kind  of 
investment.”  Is  that  logical? 

Now,  just  where  the  investor  needs  the  assistance  of  parliament  it  is  refused, 
but  where  he  has  the  advantage  of  diversification  parliament  comes  along  and 
offers  to  help  him.  If  any  feature  of  this  bill  passes,  that  is  just  what  is  done; 
the  investor  is  left  to  his  own  resources  where  most  he  needs  help,  and  he  is 
offered  assistance  by  parliament  where  he  does  not  need  it,  or,  to  put  it  more 
fairly,  where  he  needs  it  far  less.  If  there  is  to  be  any  Blue  Sky  law — while  I am 
not  a lover  of  that  kind  of  legislation  and  doubt  very  much  the  efficacy  of 
attempts  heretofore  in  force  along  that  line — if  there  is  to  be  any  Blue  Sky  law, 
we  will  come  under  it  the  same  as  anybody  else.  We  have  no  special  right  to 
exemption.  But  why  should  we,  in  the  absence  of  any  such  legislation  of  a 
general  character,  be  singled  out — a class  of  business  which  is  essentially  the 
safest,  granted  average  management,  and  that  is  all  we  can  grant?  Why  should 
we  be  singled  out,  a class  of  business  essentially  the  safest,  safer  than  any  other 
single  industry  in  Canada? 

But,  I promised  to  be  brief.  I wanted  to  refer  to  the  remarks  of  Mr.  Apple- 
ton  on  the  question  of  names.  I am  quite  anxious  to  avoid  confusion  in  the 
mind  of  the  public  on  that  point.  Our  investment  trusts  all  have  the  name 
investment  trusts.  The  question  which  Mr.  Appleton  presented  was  argued  out 
at  the  time  the  name  was  granted.  I am  addressing  myself  to  the  wisdom  of 
granting;  but  I do  not  want  anybody  to  think  that  this  question  is  involved  in 
this  bill.  I think  it  is  well,  though,  that  the  dominion  should  not  get  a pre- 
judice against  the  action  of  the  department  in  granting  that.  We  might,  of 
course,  in  Canada  have  refused  the  name  u trust  ” to  any  company  except  that 
doing  a purely  trustee  or  fiduciary  business.  If  we  did,  and  denied  the  term 
“ investment  trust  ” to  Canadian  companies,  we  cannot  deny  it  to  British  com- 
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panies;  we  cannot  deny  it  to  American  companies  if  they  are  seeking  investment 
in  Canada,  if  they  are  competing  with  us.  Their  long-standing,  their  wide- 
spread activities  have  given  the  name  a definite  meaning  in  the  investing  mind. 
They  would  have  a sweeping  advantage  over  us.  That  would  only  force  us,  in  a 
kind  of  negative  position,  to  adopt  some  other  name,  less  significant,  a new  name. 
Surely  we  can  depend  on  the  Canadian  people  to  distinguish  an  investment 
trust  from  a trust  company  the  same  as  in  England.  There  are  businesses  and 
companies  called  investment  trusts  there  and  in  the  United  States.  Surely  we 
can  expect  the  Canadian  people  to  be  as  intelligent  as  they.  I have  seen  no 
evidence  of  confusion.  We  have  not  had  a letter  indicating  confusion  in  two  and 
a half  years  of  operation.  So  that  I do  not  think  any  criticism  can  come  from 
the  name  having  been  used. 

But  is  not  that  question  closed  so  far  as  this  bill  is  concerned?  We  have 
appealed;  we  have  met  objections;  we  have  been  granted  the  name,  and  because 
we  have,  are  we  now  to  be  taken  by  the  throat  and  strangled  in  our  operations? 
It  must  be  only  as  an  indirect  means  of  compelling  us  to  change  our  name  and 
thereby,  I submit,  place  us  under  a handicap,  and  possibly — especially  as  we 
have  it— it  would  be  exceedingly  serious  indeed. 

Therefore,  the  question  of  name  does  not  come  up;  it  is  not  involved  in  the 
bill  at  all.  All  those  enjoying  that  name  are  to  enjoy  it  and  should  be  placed 
in  the  same  category  as  any  investment  corporation.  That,  fundamentally,  is 
what  they  are  and  what  they  intend  to  be.  Now,  it  might  be,  as  far  as  our  com- 
panies are  concerned,  that  the  committee  will  say,  “ You  are  existing;  we  will 
not  take  away  your  powers;  having  granted  you  a charter  that  condition  is  fixed; 
we  are  not  going  to  take  them  away  and  make  it  a scrap  of  paper ; but,  as  to  the 
future,  we  will  do  differently; ” That  might  help  us;  and  it  might  help  invest- 
ment trust  companies  and  all  those  companies  that  are  fortunate  enough  to 
exist.  Certainly,  it  would  be  of  advantage  to  us.  But  it  would  not  be  right,  and 
it  certainly  would  not  be  in  the  public  interest.  I am  not  here  arguing  the  public 
interest,  now  especially;  but  I do  not  believe  the  committee  will  deny  the  com- 
panies that  are  to  exist  the  rights  that  are  enjoyed  by  companies  now  existing, 
unless  those  rights  are  shown  to  be  fundamentally  wrong. 

Now,  I think  I am  through  with  all  I have  to  say.  I would  add  this  thought. 
We  ask  for  no  privileges;  we  have  no  special  rights;  we  are  an  investing  and 
trading  company;  we  have  nothing  in  the  way  of  special  charter  rights  given  us 
like  the  banks  have,  or  like  trust  companies  have — -nothing  at  all.  We  ask  for 
nothing.  Therefore,  let  us  not  be  disabled.  It  is  true  regulations  are  put  in  our 
charter.  Surely  it  is  not  argued  that  is  a foundation  for  the  right  of  parliament 
to  do  it.  It  is  done,  and  why?  When  we  are  appealing  to  certain  classes  of 
investors  we  put  that  formula  in  in  order  to  reach  that  class  of  investor,  and  1 
submit  we  have  just  as  good  a right  to  say  to  our  subscribers,  “ This  is  a com- 
mon stock  company,  nothing  more;  it  is  not  going  to  invest  in  anything  but  com- 
mon stocks;  you  know  it;  if  you  are  putting  your  money  there,  do  so.”  What 
is  this  Parliament  to  say — that  that  class  of  investment  trust  must  be  excluded 
from  Canada?  For  example,  if  a special  oil  investment  trust  must  be  excluded 
from  Canada,  Canadian  money  will  go  into  the  big  oil  investment  trusts  in  New 
York.  There  are  three  or  four  of  them  now. 

Some  say  there  is  a fever  of  speculation.  So  there  is.  But  the  investment 
trust  is  an  avenue  to  satisfy  that  field,  and  if  it  is  stopped  and  only  one  rigid 
loan  company  allowed,  then  investments  will  go  into  single  things  here,  there 
and  everywhere  without  the  securities  of  an  investment  trust.  Instead  of  reach- 
ing your  goal,  you  are  simply  abolishing  your  goal  and  leaving  the  public  to  the 
mercy  of  very  precarious  companies. 

The  Chairman:  I think  that  is  all  the  evidence  that  is  put  before  us  to-day. 
What  is  the  pleasure  of  the  committee  with  regard  to  this  bill? 
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Hon.  Mr.  Dandurand:  We  could,  perhaps,  suspend  consideration  of  the  bill. 
I am  not  suggesting  at  this  moment  that  we  should  refer  it  to  some  special  com- 
mittee. If  there  is  any  sentiment  to  that  effect  around  this  table,  it  might  be 
expressed.  I thought  we  could,  perhaps,  suspend  consideration  and  think  over 
it  until  next  week.  The  sub-committee  will  study  the  Companies  Act  and  we 
will  have  this  present  bill  before  the  committee.  Perhaps  the  committee  might, 
at  the  same  time,  be  thinking  of  the  bill  itself  when  examining  the  clauses,  or 
the  amendments,  to  the  Companies  Act. 

The  Chairman:  This  evidence  will  be  in  the  hands  of  the  committee. 

Hon.  Mr.  Dandurand:  The  evidence  will  be  distributed.  I am  not  propos- 
ing anything  just  now — either  that  it  be  sent  to  a special  committee  or  to  the 
sub-committee  we  have  just  appointed  to  study  the  amendments  to  the  Com- 
panies Act.  I suggest  that  we  leave  the  bill  before  the  committee  to  be  taken 
up  a little  later  on. 


■*- 


